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SECURITIES ACT OF 1933 
Release No. 5539/November 12, 1974 


PERMANENT SUSPENSION OF THE REGULATION A 
EXEMPTION OF MAURY WILLS ENTERPRISES, INC. 


The Securities and Exchange Commission's order of 
August 8, 1974 temporarily suspending the Regulation A 
exemption from registration under the Securities Act of 
1933 with respect to a proposed offering of securities of 
Maury Wills Enterprises, Inc. (“Issuer’’) has become perma- 
nent. Koss Securities Corporation of Brooklyn, New York, 
was the named underwriter of the offering. 


Pursuant to a Notification filed September 20, 1973, Issuer 
proposed to offer 200,000 shares of its $.10 par value com- 
mon stock at $2.50 per share with an aggregate offering 
price of $500,000. According to the Order, the Commis- 
sion had reason to believe that: (a) the offering circular 

of Issuer contained untrue statements of material facts 

and omitted to state material facts necessary in order to 
make the statements made, in the light of the circumstances 
under which they were made, not misleading, particularly 
with respect to, among other things, the failure to substan- 
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tiate the net asset value of the Issuer’s predecessor, Eighth 
Street West, which is described as the consideration paid 
by the officers and directors of the Issuer in return for 
55.6% of the common stock of the Issuer; the failure to 
disclose in the offering circular the rights of first refusal 
for subsequent public offerings and for representation on 
the Issuer’s board of directors allowed the underwriter 
under the terms of the underwriting agreement; the failure 
to accurately state those jurisdictions in which the securi- 
ties were proposed to be issued; and the failure to provide 
financial statements covering at least two fiscal years as re- 
quired under Regulation A; (b) Koss Securities Corpora- 
tion, which was named as the underwriter for this offer- 
ing, had been indicted in an unrelated matter for criminal 
conduct involving the purchase or sale of a security and, 
pursuant to Rule 261 (a)(6), such indictment of the desig- 
nated underwriter constitutes grounds for suspension of the 
Issuer’s Regulation A exemption; (c) the Issuer failed to co- 
operate in that the Issuer and its officers and directors fail- 
ed or refused to reply to two comment letters and three 
telephone requests from the Commission’s staff with re- 
spect to the amending of the Notification and Offering 
Circular or its withdrawal; and (d) the offering, if allowed 
to commence, would be made in violation of Section 17 

of the Securities Act of 1933. 





SECURITIES ACT OF 1933 
Release No. 5540/November 14, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11100/November 14, 1974 


ACCOUNTING SERIES 
Release No. 163/November 14, 1974 


CAPITALIZATION OF INTEREST BY COMPANIES 
OTHER THAN PUBLIC UTILITIES 


The Commission has noted with concern an increase in the 
number of non-utility companies changing their accounting 
method to a policy of capitalizing interest cost. On June 21 
a proposed Accounting Series Release was issued for com- 
ment (Securities Act Release No. 5505) proposing a state- 
ment of accounting policy on this issue and an amendment 
to Regulation S-X requiring additional disclosure of capi- 
talized interest costs. After consideration of the comments 
received, the Commission has determined to issue the 
following statement of policy and to adopt certain amend- 
ments to Regulation S-X as set forth below. In addition, 
the comments indicated the need for certain interpretive 
guidelines and these are included as an appendix to this 
release. 


A. COMMENTARY 


The conventional accounting model applicable to com- 
panies other than public utilities has not traditionally 

treated the cost of capital as part of the cost of an asset 
and, except for two specific industries, no authoritative 
statement on this subject presently exists. Interest cost 
on debt is generally treated as a period expense of the 

period during which debt capital is used, while the cost 
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of equity capital is reflected neither in asset cost nor in the 
income statement. 






This approach has been adopted for a number of reasons 
First, it is impossible to follow cash once it has been in- 
vested in a firm. Even when a loan is made for a designated 
purpose and secured by a lien on specific assets, it can be 
argued that capital made available for one purpose frees 
other capital for other purposes, and it is therefore unrealis 
tic to allocate the cost of any particular financing to any par 
ticular asset. Thus, any allocation of capital cost to particu 
lar assets is based on allocation decisions which are inherent 
ly arbitrary. 







sure. While interest rates may be associated with borrowings 
any debt normally rests in part on the existence of an equity 
base which provides borrowing capacity. Suppliers of debt 
capital almost inevitably look to a borrower's overall econom 
ic position in making credit granting decisions. In addition, 
restrictive covenants and other terms such as compensating 
balance requirements may make the stated interest rate an 
unrealistic measure of capital. The cost of common equity 
capital is even more difficult to measure since it represents 
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Second, the cost of capital is extremely difficult to mea s 
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the cost of sharing an uncertain future earnings stream x 
rather than a contractual out-of-pocket payment. : 
Third, it has been felt that interest costs were generally costs " 
of a continuing nature, usually fixed by contract, and that x 
deferral of certain of these costs might leave an erroneous . 
impression as to the level of interest expense (and the cash . 
outlay for interest) that might be expected in the future. In : 
terest would not halt, for example, when an asset construct : 
with the use of capital funds was completed and placed in () " 


service 


m 
For these reasons, interest cost has generally been reflected | ek 
as an expense of the period during which capital was used - 
rather than associated with the assets acquired by the use “ 
of the capital, even though it can be argued that interest ye 
cost is a cost which should be allocated to assets like other of 
costs and that expensing interest as accrued is not consistent ~ 
with the matching model in general use. Two exceptions to | - 
this general rule exist in the authoritative accounting litera It 
ture. These are set forth in the Industry Audit Guide issued off 
by the American Institute of Certified Public Accountants ~ 
for ‘Savings and Loan Associations’’ and the AICPA Indus 

try Accounting Guide ‘‘Accounting for Retail Land Sales.” He 
In addition, electric, gas, water and telephone utilities have ine 
traditionally capitalized an allowance for funds used in con om 
struction, including both interest and return on equity com 
ponents on the basis of rate-making considerations. B 
The Commission has recently noted an increasing number Th 
of cases where interest has been capitalized by registrants iss 


other than electric, gas, water and telephone utilities and 

the exceptions noted above. This has created a source of Ru 
incomparability between financial statements of companies 
following different practices in this respect. 


While the Commission recognizes that arguments can be (r) 
made for each of the accounting practices in this area, it 

does not seem desirable to have an alternative practice (1) 
grow up through selective adoption by individual com- Mor 
panies without careful consideration of such a change by wit 
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the Financial Accounting Standards Board, including the de- 
velopment of systematic criteria as to when, if ever, capitali- 


zation of interest is desirable. 


Accordingly, the Commission concludes that companies 
other than electric, gas, water and telephone utilities and 
those companies covered by the two exceptions in the 
authoritative literature described above which had not, 

as of June 21, 1974, publicly disclosed an accounting 
policy of capitalizing interest costs shall not follow such a 
policy in financial statements filed with the Commission 
covering fiscal periods ending after June 21, 1974. At such 
time as the Financial Accounting Standards Board develops 
standards for accounting for interest cost, the Commission 
expects to reconsider this conclusion. Until such time, com 
panies which have publicly disclosed such a policy may 
continue to apply it on a consistent basis but not extend 

it to new types of assets. Return on equity invested shall 
not be capitalized by companies other than electric, gas, 
water and telephone utilities. 


In addition, the Commission has amended Regulation S-X 
to require that all companies which capitalize interest costs 
make disclosure in the face of the income statement of the 
amount capitalized in each year an income statement is 
presented and, in addition, that companies other than elec- 
tric, gas, water and telephone utilities disclose the effect on 
net income of this accounting policy as compared to a poli- 
cy of charging interest to expense as accrued. This disclo- 
sure requirement includes companies in the two industries 
mentioned above where there is an authoritative support 
for interest capitalization, since companies in those indus- 
tries are not capitalizing interest in reliance upon a con- 
cept that recovery is virtually assured through the rate- 
making process which is the basis for capitalization by 
electric, gas, water and telephone utilities. Accordingly, 
interest capitalization in those industries results from an 
accounting variation rather than a variation in the econ- 
omic characteristics of the assets involved, and disclosure 
of the impact of the accounting practice which is peculiar 
to these industries is appropriate to facilitate comparisons 
with other industries. 


It is recognized that disclosure as required herein of the 
effect on net income of capitalizing interest as compared 
to a policy of charging to expense as accrued is of primary 
interest to those users of financial statements who wish to 
undertake a detailed analysis of corporate activities and 
may not be required in financial disclosure oriented solely 
to the needs of the average investor. 


B. AMENDMENT TO REGULATION S-X 


The following amendment to Rule 3-16 of Regulation S-X 
is adopted hereby: 


Rule 3-16. General Notes to Financial Statements. 
* * * * * 
(r) Interest capitalized. 
(1) The amount of interest cost capitalized in each period 


for which an income statement is presented shall be shown 
within the income statement. Companies other than elec- 


tric, gas, water and telephone utilities which follow a policy 
of capitalizing interest cost (See Accounting Series Release 
No. 163) shall make the following additional disclosures 
required by items (2) and (3) below 


(2) The reason for the policy of interest capitalization and 
the way in which the amount to be capitalized is deter- 
mined. 


(3) The effect on net income for each period for which an 
income statement is presented of following a policy of 
Capitalizing interest as compared to a policy of charging 
interest to expense as incurred. 


* * * * * 


This amendment shall be applicable to all financial state 
ments filed on or after January 1, 1975. 


The above rule is adopted pursuant to authority conferred 
on the Commission by the Securities Act of 1933, particu- 
larly Sections 6, 7, 8, 10 and 19(a) thereof: and the Securi 
ties Exchange Act of 1934, particularly Sections 12, 13, 
15(d) and 23(a) thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


Appendix 
INTERPRETIVE COMMENTS AND GUIDELINES 
1. Calculation of Income Effect 


The original proposal made by the Commission would have 
required disclosure of the amount of interest capitalized 

in any balance sheets presented. In response to comments 
that questioned the need for such data this proposal was not 
adopted. In calculating the effect of interest capitalization 
on net income, however, it will be necessary to compute 
the amount of amortization of capitalized interest which 
was charged against income in each year so that the net 
effect of an alternative accounting practice may be cal- 
culated. The effect of an alternative policy on tax expense 
should also be considered in calculating the net income 
effect. Disclosure of the elements of the computed net in- 
come effect, while not required, may be desirable in some 
cases in order to clarify the presentation. 


2. Meaning of “Publicly Disclosed” 


The release forbids companies other than electric, gas, 
water and telephone utilities and companies covered by 
the two industry exceptions in authoritative accounting 
literature to follow a policy of capitalizing interest if such 
a policy had not been publicly disclosed prior to June 21, 
1974. Numerous questions were raised in letters of com- 
ment as to the meaning of “publicly disclosed.’’ The Com- 
mission believes that any public disclosure of such a 
policy in any format will meet this requirement. Formal 
financial statement disclosure would not be necessary. If, 
for example, disclosure was made in a supplemental docu- 
ment disseminated to analysts on request, the test of pub- 


SEC DOCKET/437 








lic disclosure would be met. If a company making an initial 


filing with the Commission after June 20, 1974 had adopted 


such a policy prior to June 21, 1974 and discloses the poli 
cy in its initial filing, it will be considered to meet this re 
juirement 

On the other hand, the mere filing of statements follow- 
ing such an accounting method with the Commission with 
out disclosure that the method was being used would not 
constitute “public disclosure."’ Since Accounting Principles 
Board Opinion No. 22 required disclosure of accounting 
policies and emphasized that such disclosure should “‘en- 
compass those accounting principles and methods that in- 
volve ... a selection from existing acceptable alternatives ... 
(or) ... methods peculiar to the industry in which the re- 
porting entity operates,”’ it would seem likely that any 
company which had capitalized a material amount of in- 
terest would have disclosed this accounting policy. If a 
company has capitalized interest and not made disclosure 
of this accounting policy, but intends to continue this 
policy, it should supply full details to the staff for their 
consideration, including an explanation of why disclosure 
was not made in previous filings with the Commission. 


3. Meaning of “New Types of Assets” 


The release prohibits companies who have a publicly dis- 
closed policy of interest capitalization from applying such 
a policy to ‘‘new types of assets.’ Comments requested 

a Clarification of this phrase. The Commission believes 
that the phrase should not be interpreted too narrowly in 
order to maintain the present level of comparability. For 
example, if a company had a policy of capitalizing inter- 
est on shopping centers, it would not be prohibited from 
capitalizing interest on residential properties if it expand- 
ed its lines of business. On the other hand, if it were pre- 
sently in two lines of business and capitalized interest in 
only one, it would not be permitted to expand its interest 
Capitalization policy to the second line. 


4. Income Statement Presentation of Capitalized Interest 
Cost 


A number of comments on the proposed release asked for 
an illustration of the type of presentation contemplated 
by the Commission when it required disclosure of interest 


cost capitalized “within the income statement.”’ The follow- 


ing example provides such an illustration: 





1973 1974 
Sales $10,000 $15,000 
Cost of sales 5,000 7,000 

Selling, general and adminis- 
trative expense 2,000 3,000 
Interest cost accrued 1,500 2,000 
Less interest capitalized _ (600) — (800) 
_7,900 _11,200 

Income before income tax 

expense 2,100 3,800 
Income tax expense 1,000 _ 1,825 
Net income $1,100 $ 1,975 
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SECURITIES EXCHANGE ACT 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11051A/November 12, 1974 


ERRATA 


Release No. 11051 dated October 15, 1974, announced 
the receipt of a letter from the New York Stock Exchange 
(“NYSE”) dated October 11, 1974, and reprinted it 
therein. That reprinting omitted a page of the NYSE 
letter falling after the third paragraph under the heading 
of “STOPPING STOCK” (SEC Docket, October 30, 1974, 
p. 280). The text of the omitted page follows: 


It should be noted that “‘stopping” stock is also a valuable 
tool used by specialists at the opening. While other prob- 
lems with regard to openings and the Uniform Rule have 
been noted with respect to market maintenance the prob- 
lems concerning ‘‘stopping’’ and “‘openings”’ should be 
noted: 


Exchange Rule 115 states, in part: 


“Stopping” - When a specialist has been unable to “‘pair- 
off’’ a market order which has been left with him, as pro- 
vided in (1) above, he may, after the opening of the Ex- 
change but before the opening of the stock, “‘stop”’ at 
the offer price any such market order to buy, or at the 
bid price any such market order to sell. In such cases, 

the specialist should notify the broker who left the 

order with him that the order is ‘‘stopped”’ and inform him 
of the price at which it is stopped’’. In the event that the 
specialist is unable to execute the order at a better price, 
he should send for the broker who left such order with 
him, and allow the broker to consummate the transaction. 


As with the previous example, if the specialist ‘“stops” 
buy orders at the offer, and such offer represents the 
specialist offering stock short, a sale appearing on the 
tape which occurred on another exchange or in the over- 
the-counter market at a price above the offer, would pre- 
clude a specialist from fulfilling his guarantee to exe- 
cute the buy orders at the offer price. 


LOSS OF PRIORITY 


The Uniform Rule will cause public customers to lose 
priority on the Exchange for their short sales and is like- 
ly to cause poorer executions for the customer. This in 
turn, will cause substantial problems between the mem- 
ber organizations and their public customers. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


















{ 








w~” 














ee 












SECURITIES EXCHANGE ACT OF 1934 
Release No. 11074A/November 13, 1974 


Admin. Proc. File No. 3-2497 
In the Matter of 


PHILIP S. BUDIN & CO., INC. 
Jersey City, New Jersey 
(813488) 


PHILIP S. BUDIN 


AMENDED NOTICE WITH RESPECT TO THE EFFEC- 
TIVENESS OF THE INITIAL DECISION 


The notice of October 29, 1974 (Securities Exchange 
Act Release No. 11074) announcing that the adminis- 
trative law judge’s initial decision herein had become 
final erroneously stated that the order contained in that 
decision revoked the broker-dealer registration of Philip 
S. Budin & Co., Inc., when in fact it did not, since such 
registration had already been revoked. 1/ 


Accordingly, the aforementioned notice is hereby 
amended to delete the reference to a sanction against 
Philip S. Budin & Co., Inc. 


George A. Fitzsimmons 
Secretary 


1/ Alessandrini & Co., Inc., et al., Securities Exchange 
Act Release No. 10466 (October 31, 1973), 2 SEC 
Docket 662, appeal pending, Budin v.SEC (C.A. 2, 
No. 73-2726). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11092/November 8, 1974 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 430/November 8, 1974 


Admin. Proc. File No. 3-4353 

In the Matter of 

GOVERNMENTAL STATISTICAL CORPORATION 
47 West Nicholai Street 

Hicksville, New York 

(801-947) 

FREDERICK TILNEY, JR. 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


These are remedial proceedings under the Securities Ex- 

change and Investment Advisers Acts with respect to 

Governmentai Statistical Corporation (“registrant”), a 

, '€gistered investment adviser, and Frederick Tilney, Jr., 

» president of registrant. Solely for the purpose of these 
proceedings, resoondents, admitting the allegations in the 








order for proceedings relating to a criminal conviction ar 
injunctions and without admitting or denying the remain 
ing allegation, consent to the findings and the sanctions 
set forth below. 


On the basis of the order for proceedings and respondents 
consent, it is found that: 


1. Following his plea of guilty, the United States District 
Court for Alaska on November 8, 1972, convicted Tilney 
of fraud in the sale of securities in violation of Section 
17(a) of the Securities Act. 1/ 


2. From Jovember 8, 1972 to August 29, 1973, regis 
trant, aided and abetted by Tilney, failed to ar 

Form ADV investment adviser registration applicatior 
to reflect Tilney’s criminal conviction, as required by Se 
tion 204 of the Investment Advisers Act and Rule 204 1 
(b) thereunder. 


3. The United States District Court for the Southern Dis 
trict of New York entered consent orders enjoining Tilney 
from effecting transactions while a broker-dealer of which 
he was the sole general partner was not in compliance 
with the record-keeping 2/ and net capital 3/requirement: 
under the Exchange Act. 


It is in the public interest to impose the sanctions to which 
respondents have consented. 


Accordingly, 1T IS ORDERED that the registration as an 
investment adviser of Governmental Statistical Corporation 
be, and it hereby is, revoked; and it is further 


ORDERED that Frederick Tilney, Jr. be, and he hereby is, 
barred from being associated with any broker, dealer or 
investment adviser. 


For the Commission, by the Office of Opinions and Re 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
1/ United States v. Frederick Tilney, Jr., No. A-47-70 CR. 


2/ SEC v. Tilney & Company, et al., 
ber 29, 1967). 


67 Civ. 3153 (Septem 


3/ SEC v. Tilney & Company, et al., 67 Civ. 4676 (Decem- 
ber 18, 1967). The court appointed a receiver for the above 
mentioned broker-dealer. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11093/November 8, 1974 


FIXED COMMISSION RATES ON EXCHANGE 
TRANSACTIONS 
(File No. 4-176) 


On October 24, 1974, the Securities and Exchange Com 
mission released for public comment proposed Securities 


Exchange Act Rules 19b-3 and 10b-22. 1/ The Commission 
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also announced that it would hold oral hearings, beginning 
on November 19, 1974, to obtain oral presentations of 
views, data and arguments and published a list of source 
materials to which interested persons could refer in sub- 
mitting comments on the proposed rules. In addition, the 
Commission is today releasing the following staff synop- 
sis relating to fixed commission rates on exchange trans- 
actions. 


Introduction 


From the enactment of the Securities Exchange Act in 
1934 until 1968, rates of commission for transactions on 
exchanges were adjusted at infrequent intervals; for ex- 
ample, the commission rates of the New York Stock Ex- 
change (the ‘“NYSE’’) had been adjusted five times, or 
roughly once every seven years. 2/ Beginning, however, 
with the Wharton Report 3/ in 1962 and the Special 
Study in 1963, the exchange commission rates became 
the subject of intensive study, and, since 1968, the ex- 
changes have made numerous changes in their commission 
rates, often in response to requests from the Commission. 
Since 1958, the NYSE’s commission rates and related pro- 
posals have generally been followed by other exchanges 
and, accordingly, the following discussion often refers to 
the NYSE’s proposals and the Commission’s reactions to 
them. 


Commission Action Relating to Fixed Commission Rates 


In January, 1968, the NYSE, in response to Commission 
concern with respect to the operation of the commission 
rate schedules then in effect, submitted to the Commission 
a proposal for certain revisions in the structure of its com- 
mission rate schedule. The proposal provided for volume 
discounts, economic access to the NYSE for non-member 
broker-dealers through a professional discount, limited 
recognition of “‘customer-directed give-ups” 4/ and prohi- 
bitions on procedures then used by institutions to recepture 
commissions. The Commission’s release with respect to that 
proposal described in some detail the commission rate 
schedule then in effect. 5/ The release also described in 
some detail the give-up and reciprocal business practices 
which had been adopted in order to evade the fixed com- 
mission structure. 6/ 


After receiving comments, the Commission instituted a 
public investigatory hearing to consider whether changes 
should be made in the rules, policies, practices and pro- 
cedures of exchanges respecting commission rate structure 
since it appeared that the commission rate structure then in 
effect did not, in fact, provide fixed minimum commission 
charges on many exchange transactions. As an interim mea- 
sure, the Commission requested adoption of a revised com- 
mission rate schedule which, among other things, prescrib- 
ed reduced rates for that portion of an order involving 
round lots in excess of 400 shares or, alternatively, the 
elimination of requirements for minimum rates of commis- 
sion on all orders in excess of $50,000. 7/ 


In the midst of the hearings the NYSE stated that it would 
adopt an interim commission rate schedule providing for 
volume discounts and that it would retain economic con- 
sultants to develop a cost-based commission rate schedule. 
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In December, 1968, the NYSE and other exchanges adopted, 
as an interim commission rate schedule, a volume discount 
on orders over 1,000 shares and at the same time banned 

customer-directed give-ups, which the Commission had in- 
dicated were inconsistent with a premise that a fixed mini- 
mum commission schedule was necessary and appropriate 
to the effective and efficient operation of an exchange. 8/ 


The economic study commissioned by the NYSE was 
scheduled to be based on data for the year 1969 and to be 
completed by June, 1970, and the Commission agreed to 
await completion of that study before resolving the basic 
question of whether rate-fixing by exchanges should be re- 
placed by competition. 9/ 


The preparation of the NYSE-commissioned study was sub- 
sequently accelerated; on February 12, 1970, the NYSE 
announced that its Board of Governors had reviewed a 
proposed new rate schedule approved by its Cost and Re- 
venues Committee and authorized its presentation to the 
Commission. The NYSE presented to the Commission a 
study entitled ‘‘Reasonable Public Rates for Brokerage 
Commissions — A Report by National Economic Research 
Associates, Inc. to the Cost and Revenue Committee of 
the New York Stock Exchange” (the ‘February NERA 
Report’). The NYSE subsequently made clear, however, 
that its Board of Governors had not approved the proposed 
commission rate schedule set forth in the February NERA 
Report and that the February NERA Report was merely 

a study presented for discussion. 10/ 


In March, 1970, the NYSE proposed the imposition of an 
emergency 90-day surcharge on orders of 1,000 shares or ¢ 
less, to which the Commission did not raise any objection. 
11/_ When the NYSE proposed to continue the surcharge 
for an additional 90 days, the Commission held public hear- 
ings on the proposal and determined not to raise any ob- 
jection if the surcharge should be continued until such time 
as circumstances warranted its termination. 12/ 


The Commission thereafter reconvened hearings to analyze 
a new commission rate schedule proposed in June, 1970, 
by the NYSE. The NYSE proposal departed from a cost- 
based schedule, such as that set forth in the February 
NERA Report, by limiting increases on small orders and 
decreases on large orders called for in the original study. 13 


in October, 1970, the Commission concluded that the data 


’ 














submitted in support of the NYSE proposal did not provide 
a complete answer to the problems of commission rate struc 
ture, but that it would not be in the public interest to leave 
the subject indefinitely in abeyance. Accordingly, the Com- | 
mission stated that it would not raise any objection if the 
proposed schedule were adopted with specified modifications 
and upon the understanding that specified steps would be 
taken to provide a better basis for the determination of com- 
mission rates. At the same time the Commission stated that 
it was of the opinion that fixed charges for portions of 
orders in excess of $100,000 seemed neither necessary nor 
appropriate and it further requested that a plan for reason- 
able economic access for non-member broker-dealers be 
presented. 14/ 


| 


By March, 1971, when the Commission transmitted the 
Institutional Investor Study Report to the Congress, it 
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had concluded: 


The fixed minimum stock exchange commission on large 
orders has led to the growth of complex reciprocal rela- 
tionships between, on the one hand, institutions (particu- 
larly mutual fund managers and banks) and, on the other, 
broker-dealers. This has had the effect of making commis- 
sion rates for institutions negotiable but limiting the ex- 
tent to which the ultimate investor rather than the money 
manager has benefited from such negotiation. As noted 
earlier, these relationships tend to aggravate potential con- 
flicts of interest, to be anticompetitive in nature and to 
impede the development of a central market system for 
securities trading. Elimination of fixed commission rates 
for institutional size transactions should go some distance 
toward dealing with these problems. 15/ 


Nothing that has occurred since the submission of the /n- 
stitutional Investor Study Report suggests any need to 
withdraw its perception of the reguatory problems of the 
fixed commission rate structure. 


In April, 1971, at the direction of the Commission, ex- 
changes provided that commissions on the portion of ex- 
change orders involving $500,000 or more were to be com- 
petitively determined. In July, 1971, the Commission re- 
convened its commission rate hearings to receive testimony 
and other relevant data concerning a proposed rate struc- 
ture based in part on the methodology developed in the 
preceding year by the economic consultants engaged by 

the NYSE. The following September, the Commission ad- 
vised the NYSE that it would not raise any objection to 
the new rate schedule if certain additional modifications 

to then prevailing commission-related practices were 
effected (including implementation of economic access 

for non-member brokers at a discount of up to 40 per- 

cent from the public rate). 16/ 


Beginning in October, 1971, the Commission held hear- 
ings on the structure of the securities markets and, on 


February 2, 1972, issued its Statement on the Future Struc- 


ture of the Securities Markets (the “Market Structure 
Statement” ), which was based on those hearings as well 
as the earlier studies and hearings extending back over a 
decade. 17/ The Market Structure Statement concluded 
that a reduction to $300,000 was indicated in the break- 
point above which commission rates on exchange trans- 
actions should be competitively determined. In reaching 
that conclusion, however, the Market Structure Statement 
noted that the securities industry had operated under 
fixed commission rates for a very long time and that it 
would therefore be appropriate to measure the effect of 
competitively determined commissions carefully, on a 
step-by-step basis. The Commission recognized the pos- 
sible risk of a precipitate movement towards competitive 
rates, but concluded that that did not rule out moving 
towards competitive rates, at least on large orders, at a 
measured, deliberate pace. 18/ In response to the Com- 
mission’s conclusions, the breakpoint on fixed commis- 


sion rate schedules was lowered to $300,000 in April, 
1972. 


Congressional Conclusions With Respect to Fixed Com- 
» mission Rates 


At the same time that exchanges, in response to requests 
from the Commission, began introducing competitively deter- 
mined commission rates on large transactions, the Congress 
was studying the operation of the securities industry and 
securities markets of the United States. After reviewing argu- 
ments that the abolition of minimum commissions entailed 
greater risks than are necessary to achieve the objectives 

of a fair and economic level and structure of commission 
rates, an interim report issued by the Senate Subcommittee 
on Securities reached the same conclusions that the Com- 
mission had earlier reached. That report stated: 


While it is concededly impossible to predict the precise con- 
sequences of eliminating the fixed minimum commission rate 
system, it is equally impossible to predict the precise conse- 
quences of maintaining that system. There are risks in stand- 
ing still as well as in moving forward. The experience of the 
securities industry over the past several years is hardly such 
as to inspire confidence in the adequacy of the present sys- 
tem .... To the extent that fixed commission rates failed to 
prevent, or even aggravated, these conditions, the relative 
“risks” of moving toward a new system are correspondingly 
lessened. 


+ * . 


On the basis of a review of these developments and the op- 
posing arguments as to the relative merits of fixed and com- 
petitive rates, it is clear that the interests of the investing 
public, as well as the long-term health of the securities in- 
dustry itself, require that stock exchange members be free 
to set their own commissions on transactions effected for 
their customers, subject to whatever anti-discrimination 
rules or other protections the SEC may deem appropriate. 


This does not, of course, mean that the fixing of rates 
should be eliminated in one step. Even the sharpest critics 
of the fixed rate system have recognized the need to permit 
the industry to adjust to rate competition in an orderly 
manner over a period of years. However, in order to begin 
making that adjustment, the industry needs, and is ei:titled 
to, a clear statement of government policy that fully com- 
petitive rates are the goal toward which we are moving. 19/ 


The Report of the Senate Committee on Banking, Housing 
and Urban Affairs on S. 470 subsequently stated that the 
issues of institutional membership and fixed commission 
rates, while to some extent analytically distinct, were, as a 
practical matter, inseparable: 20/ 


[A] Ithough the committee believes that fully competitive 
rates are necessary and appropriate for the long-term health 
of the securities industry, the development of a true central 
market system, and the protection and fair treatment of in- 
vestors, there are serious difficulties with any attempt by 
the Congress to set the precise date on which fixed rates 
are to be eliminated. 21/ 


The Senate Committee decided, therefore, not to remove 
from the Commission its power to regualte exchange prac- 
tices and set the pace for evolutionary changes, subject, of 
course, to any judicial review as might be appropriate. It 
noted that: 
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So long as commission rates remain fixed and institutions, 
and all other investors, are unable to obtain brokerage 
services at prices which the forces of competition have de- 
termined to be reasonable, there will inevitably be efforts 
to circumvent the effect of fixed rates. These efforts have 
resulted and undoubtedly will continue to result in the 
creation of complex reciprocal practices which cause in- 
efficient allocations of economic resources, exacerbate 
conflicts of interest, foster anticompetitive business 
practices and impede the development of a central market 
system for securities trading. 22/ 


The House Subcommittee on Securities reached the same 
basic conclusions: 


The fixed commission rate system has led to heightened 
conflicts-of-interest and distortions in trading patterns. 
The economic incentive for these patterns should disap- 
pear with the implementation of a competitive rate sys- 
tem. [Footnote omitted.] Such a system will also allow 
investors to purchase only those brokerage services they 
desire and at prices which are reasonably related to cost. 
[Footnote omitted. ] 


Other benefits will also accrue under a competitive sys- 
tem. Fixed minimum rates have tended to focus brokerage 
house executives’ efforts on building sales, with little or no 
regard for costs. A competitive rate system will change this 
focus and will, we believe, benefit both the industry and 
its customers. 


* 7 * 


It is also clear from the record that the central market sys- 
tem, which appears to have the unqualified support of all 
segments of the securities industry and those who regulate 
it, can never be accomplished in an environment of fixed 
rates .... [T] he abolition of fixed minimum rates will facil- 
itate the speedy development of a central market system. 23/ 


The House Subcommittee also recognized that there was gen- 


eral agreement that the securities industry had lived its 
whole life (insofar as exchange agency business was con- 
cerned) in a world of fixed prices and needed time to ad- 
just to the world of competition and that a balance must 
be struck between the need of the industry to adjust and 
the rights of investors. 24/ 


The Commission’s Policy Conclusion 


In May, 1973, the NYSE proposed to increase rates by 15 
percent on orders from $5,000 up to $300,000 and by 10 
percent on orders involving from $100 to $5,000, and to 
remove the then existing prohibition, which had originated 
in 1970, on charging small investors more than the mini- 
mum commission. The Commission received comments on 
that proposal at a public hearing and, in September, 1973, 
determined not to raise any objection to the proposed in- 
creases or to their continuation through March 31, 1974. 
25/ The Commission further determined that it would not 
raise any objection if those increased rates should be con- 
tinued by the exchanges from April 1, 1974, to April 30, 
1975, if rules were adopted (i) eliminating prohibitions on 
member firms’ charging, on small orders, commission rates 
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exceeding the minimum commission and (ii) permitting, 
but not requiring, member firms to compete to a limited 
extent on the basis of the price of brokerage services. The 
Commission also indicated that it would act promptly to 
terminate the fixing of commission rates after April 30, 
1975, if the exchanges did not, on their own initiative, 
adopt rule changes achieving that result. 


Subsequently, the NYSE proposed to provide for competi- 
tively determined commission rates on transactions involv- 
ing less than $2,000. That proposal, as later modified by the 
NYSE to exclude intra-member rates (that is, rates paid by 
members to other members for floor brokerage and clear- 
ance), was adopted by the NYSE and other exchanges and 
became effective on April 1, 1974. In withdrawing its initial 
proposal, the NYSE Board of Directors stated that it did not 
believe it was necessary to amend the intra-member rate 
schedules as originally proposed in order to provide experi- 
mentation with competitively determined commission rates. 
The Commission then held a public hearing with respect to 
intra-member rates. In its opening statement at the hearings, 
the NYSE announced its willingness to abandon fixed intra- 
member commission rates for clearance. 26/ 


The Commission’s Request and Subsequent Rule Proposal 





Following a preliminary announcement on August 27, 1974, 
27/ of its plan to initiate steps concerning the alteration of 
the existing rules and practices of national securities ex- 
changes requiring members to charge fixed rates of com- 
mission on securities transactions effected on exchanges, 


the Commission, on September 19, 1974, made a formal 


request that national securities exchanges effect necessary ; 


changes in their constitutions, rules and practices so as to 
eliminate those elements that required, or had the effect f 
of requiring, exchange members to charge any person any 

fixed rate of commission. 28/ One national securities ex- 
change has indicated that it would comply with the Com- 

mission’s request; seven national securities exchanges have 
indicated that they would not comply voluntarily with the 
Commission’s request. 29/ 


Accordingly, in Securities Exchange Act Release No. 
11073 (Oct. 24, 1974), 39 Fed. Reg. 38396 (Oct. 31, 1974) 
the Commission published proposed Rules 19b-3 and 10b-22 
and scheduled oral hearings, commencing on November 19, 
1974, as an adjunct to the rulemaking proceeding. 





Collateral Considerations 


The foregoing background information is only a brief sum- 
mary of more than a decade of Commission and Congres- 
sional study and Commission action with respect to fixed 
rates of commissions on exchange transactions. Not included 
is any review of related questions, such as the financial con- 
ditions of the brokerage industry and preservation of its 
ability to provide professional investment services in the 
context of changes in commission rate practices of long 
standing, the growth in institutional trading on exchange 
markets and the back-office crisis in the brokerage com- 
munity in 1969 and 1970 and its aftermath. 


Before institutional trading on exchanges had become sig- 
nificant, anomalies of commission rate schedules did not 
create such acute regulatory problems. Rapid changes, 
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however, occurred during the 1960's in patterns —f 
trading, and there was an increase in phenomena associated 

; with institutional reaction to the fixed commission rate 
structure. 30/ As, however, the Commission was preparing 

to reach conclusions on some aspects of rate matters in 1970, 
the brokerage industry began to encounter substantial diffi- 
culties. Those difficulties were the consequence of turmoil 
caused in large part by very active trading and the absence 

of a corresponding recognition on the part of the securities 
industry of the need to increase trained and experienced 
back-office employees or to develop operating procedures 
adequate for the expanded volume. 31/ 


exchange 


In the particular settings before the Commission, it had the 
responsibility to determine the pace at which changes in 
fixed commission rate schedules should be introduced, to 
proceed cautiously, tempering long-term solutions in light 
of possibly dangerous short-term consequences, and to 
avoid undue risks to investor protection and the public in 

| terest. 32/ Indeed, even under fixed minimum commission 
rates established by the exchanges, the brokerage industry 
has experienced substantial structural realignments. 33/ 








Developments since 1970, such as implementation of the 
Securities Investor Protection Act of 1970, 34/ revision of 
financial responsibility rules, 35/ implementation of new 
rules with respect to custody of customer funds and secur- 
ities 36/ and improved surveillance procedures 37/ have 
made it possible for the Commission to require changes in 
commission rate practices without unnecessary risk to in- 
vestor protection or the public interest. As noted above, 
the Commission has required the introduction of competi- 
tively determined commission rates on both large and small 
transactions. The brokerage community has thus had an 
opportunity to develop methods of doing business in the 
| new environment, and there has been an opportunity for 
the establishment of reasonable commission rates through 
the interaction of competitive forces. 


The Current Perception of Fixed Commission Rates 
under the Act 


| The history of fixed commission rates for exchange-executed 
transactions, of course, dates back to the Buttonwood Tree 
agreement in 1792. Fixed competitive rates have thus had 
along history. This synopsis is not intended to indicate, and, 
| indeed, there is no need to indicate, that the maintenance of 
a fixed rate system for exchange transactions has always been 
inappropriate. 38/ Nevertheless, the foregoing review of the 
operation of the fixed minimum commission rate structure 
since the 1960's, particularly in light of the dramatic in- 
| crease in trading by institutional investors, has demonstrated 
ad that the fixed rate structure, both in the 1960's and as sub- 
. sequently modified, was unsuited to the new demands upon 


the exchange markets, particularly the influx of institutional 
orders. 


This synopsis relating to fixed commission rates on ex- 
change transactions is, of course, not the appropriate 

vehicle for coming to final determinations with respect to 
the reasons why proposed Securities Exchange Act Rules 
19b-3 and 10b-22 should be adopted. 39/ Nevertheless, 
based upon the data available at present, and subject to 

any further information, data and views which may be ad- 
duced at the hearings on proposed Rules 19b-3 and 10b-22, 













































it should be noted that the Commission’s constant review 
and analysis of the market structure and functioning, par- 
ticularly since the 1960's, has contributed to a conclu 
sion by both the Commission and knowledgeable com 
mittees and subcommittees of the Congress that the fixed 
rate system, even as modified over the last decade, has 
heightened conflicts of interest and distorted trading 
patterns, has seriously disadvantaged various classes of 
public investors and has tended to work against the de 
velopment of a meaningful central market system for 
listed securities. 40 


Furthermore, there do not appear to be countervailing 
considerations which might relate to the public interest 
or the protection of investors that appear sufficiently 
significant to stay the Commission from the proposed im 
plementation of its policy conclusion. 41/ 


It should be recognized that consideration could be given 
to whether or not an appropriate fixed rate structure 
should be constructed as part of a regulatory program of a 
type commonly employed by governmental entities that 
regulate utilities. Such a program, if developed, would 
appear to have undesirable collateral consequences to the 
extent it entails a loss of freedom on the part of exchange 
member firms to exercise their independent judgment in 
seeking the business of, and furnishing services to, cus 
tomers of their own choosing. Member firms have not 
shown any general inclination to support that kind of 
program, and it must be recognized that such a program 
would seem to call for elaborate new regulatory structures 
which might be inconsistent with current public policy 
views and introduce costs and economic inefficiencies 
which would have to be carefully balanced against the de 
gree to which the regulatory purposes of the Act could 
thereby be furthered. 42/ 


More generally, the House Study concluded that, since 
price fixing is not the norm in a society of free competi 
tive enterprise, ‘’[t] hose who would maintain the fixed 
minimum commission system bear the burden of proving 
that it is in the public interest.’’ 43/ At the same time, 
the House Study noted: 


It is often said that while most industries study problems 
to death, the securities industry studies solutions to 
death. During the past decade there have been four major 
studies of the securities industry conducted under the 
auspices of the SEC. Additionally, the SEC has conducted 
two major administrative proceedings focusing on the com 
mission rate question and its impact on the structure of 
the securities industry. These matters have also received 
the attention of this Subcommittee and the Senate Securi 
ties Subcommittee in the current studies of the securities 
industry. In all, in the past decade there have been at least 
eight major studies dealing in whole or in part with com- 
mission rates and their effect on the industry. The time 
for study has ended. The time for action has arrived. 44/ 


Under present circumstances, therefore, it no longer appears 
necessary or appropriate, in furtherance of any of the pur- 
poses of the Act, to permit national securities exchanges to 
continue to fix the commission rates their members must 
charge. That conclusion is not retrospective and is, of 
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course, not inconsistent with the fact that such a system 
in the past may have been justified or may have served 
valid regulatory purposes. In all events, justifications once 
adequate may cease to be so and, consequently, a regula- 
tory agency’s quasi-legislative action must be predicated 
on current needs and trends. 45/ Similarly, continued 
monitoring of, and possible structural changes in, the se- 
curities markets over the coming years conceivably could 
suggest that, under new circumstances and with further 
experience with the issues, reasonable men might tend 
toward different conclusions based upon the purposes 
and standards of the Act. 46/ 


. * 7 


As previously indicated, all persons who wish to appear 
at the oral hearings, which commence on November 19, 
1974, should inform George A. Fitzsimmons, Secretary 
of the Commission, Room 892, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, D.C. 
20549, telephone number (202) 755-1160. Persons in- 
tending to appear should file with the Secretary 30 copies 
of the text of any prepared statements not later than 48 
hours prior to their appearance and are invited, at the 
time of their appearance, to make additional copies of 
their statements available for the benefit of the press and 
all other interested persons. 


Persons wishing to make written submissions of views, 
data and arguments should file 30 copies thereof with the 
Secretary not later than December 10, 1974. Copies of all 
submissions, as well as transcripts of the oral hearings, 
will be made available in the Public Reference Room, 
1100 L Street, N. W., Washington, D.C., and at each re- 
gional office of the Commission. Persons wishing to sub- 
mit written views, data or arguments in respect of sub- 
missions made by others or in respect of views, data and 
arguments presented at the oral hearings may do so until 
December 24, 1974. All submissions should refer to 
Securities and Exchange Commission File No. 4-176. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Securities Exchange Act Release No. 11073, 39 Fed. 
Reg. 38396 (Oct. 31, 1974). Proposed Rule 19b-3 would, 
among other things, prohibit national securities exchanges 
from adopting or retaining any rule of the exchange that 
requires, or from otherwise directly or indirectly requir- 
ing, members to charge any person any fixed rate of com- 
mission for transactions executed on, or effected by use 
of any facility of, such exchanges. Proposed Rule 10b-22 
would, among other things, make it unlawful for any 
broker, dealer or member of any national securities ex- 
change, directly or indirectly, to participate in any agree- 
ment or arrangement with another broker, dealer or 
member of any exchange with respect to the fixing of any 
amount to be charged to other persons in respect of trans- 
actions in securities executed on, or effected by using any 
facility of, such exchange. 


2/ Securities and Exchange Commission, Special Study of 
Securities Markets, H.R. Doc. No. 95, 88th Cong., 1st 
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Sess. (1963) (hereinafter referred to as the Specia/ Study), 
pt. 2 at 329-333. 


3/ Wharton School of Finance and Commerce, A Study of 
Mutual Funds, H.R. Rep. No. 2274, 87th Cong., 2d Sess. 
(1962). 


4/ The customer-directed give-up was a payment by the 
executing broker of a part of the minimum commission 
it was required to charge its customer to other broker- 
dealers designated by the customer or his investment ad- 
viser. The amount of the payment was negotiated. 


5/ Securities Exchange Act Release No. 8239 (Jan. 26, 
1968). The schedule then in effect prescribed a minimum 
commission rate, based on the value of the 100-share 
round lot, for each transaction regardless of size — the 
commission on an order for 10,000 shares was required 

to be 100 times the commission on an order for 100 shares. 
The /nstitutional Investor Study Report of the Securities 
and Exchange Commission, H.R. Doc.No. 92-64, 92d 
Cong., 1st Sess. (1971) (hereinafter referred to as the 
Institutional Investor Study Report), \ater accepted the 
conclusions of the July NERA Report prepared for the 
NYSE (see n. 13, infra) with respect to costs of executing 
transactions. It stated that ‘the average cost of handling a 
1,000 share, a 10,000 share and a 100,000 share order of a 
$40 stock in 1969 was respectively, about 6, 42 and 377 
times as great as the average cost of handling a 100 share 
order, yet the commission charged in 1968 was, respective- 
ly, 10, 100 and 1,000 times the 100 share commission 
[footnote omitted] .’’ /nstitutional Investor Study Report, 
vol. 4, at 2172. 


6/ Normally, the customer's investment adviser directed 
give-ups to those brokers who had rendered it various 
services. The give-up was, thus, a means of utilizing the 
commission dollars paid by redirecting them to others in 
return for services often unrelated to the transaction that 
generated the commission. See Special Study, pt. 2 at 316; 
Securities Exchange Act Release No. 8239 (Jan. 26, 1968), 
33 Fed. Reg. 2393 (Jan. 30, 1968). The /nstitutional In- 
vestor Study Report concluded in vol. 4, at 2199: 


The prevalence of the give-up demonstrated that NYSE 
firms specializing in execution and clearance for institu- 
tions were willing to perform this function for significantly 
less than the commission imposed by the NYSE commis- 
sion schedule and that other NYSE members not partici- 
pating in the execution and clearance of portfolio orders 
were receiving commission dollars at the direction of the 
institution for services unrelated to the portfolio transac- 
tions, perhaps for example, for the sale of investment com- 
pany shares. 


7/ Securities Exchange Act Release No. 8324 (May 28, 
1968). 


8/ Securities Exchange Act Releases Nos. 8382 (Aug. 9, 
1968) and 8399 (Sept. 4, 1968). 


9/ Nevertheless, certain of the issues under consideration 
were recognized as having been sufficiently identified and 
explored at the hearings to allow the Commission to in- 

vite written submissions and to hear oral presentations in 
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preparation for the resolution of those issues, in whole or in 
part. Therefore, a list of questions was published in order to 
jive specific direction to views and comments on those is- 
sues. Securities Exchange Act Release No. 8791 (Dec. 31, 
1969). In response to that invitation the Antitrust Division 
of the Department of Justice stated that, on the basis of 

its review of the hearings and study of the problem, it be- 
lieved that a sound and reasonable method of transition 
could be and should be developed: 


Atransition program would permit the Commission to in- 
stitute competitive commissions gradually. It would be ap- 
propriate to begin with that part of securities trading in 
which effective and workable competition has already been 
evidenced, and where fixed rates have led to serious difficul- 
ties — i.e., the larger-volume transactions. The Commission 
could thus order the elimination of fixed rates on all trans- 
actions Over a certain size and gradually reduce the specified 
size until all minimum rates had been eliminated. A gradual 
transition would also permit firms to adjust to the competi- 
tive system and would provide the Commission with an op- 
portunity to take regulatory measures ... to deal with any 
problems which may emerge. 


Accordingly, we recommend that the Commission should 
proceed to formulate a program of transition to competi- 
tive commissions, and to take appropriate action to put the 
program into effect under the Exchange Act, including 
Section 19(b). 


Memorandum of the United States Department of Justice 
on the Fixed Minimum Commission Rate Structure, Janu- 
ry 17, 1969, at 194-195. /n the Matter of Commission 
tate Structure of Registered National Securities Ex- 
changes, Securities and Exchange Commission File No. 
4-144 (1968-1971). 


10/ NYSE Special Membership Bulletin, Feb. 12, 1970; 
NYSE Special Membership Bulletin, Feb. 19, 1970. 


11/ Securities Exchange Act Release No. 8860 (Apr. 2, 
1970). 


12/ Securities Exchange Act Releases Nos. 8923 (Jul. 2, 
1970) and 8969 (Aug. 31, 1970). 


13/ The NYSE submitted in support of its proposal a re- 
vised study entitled ‘‘Stock Brokerage Commission, the 
Development and Application of Standards of Reasonable- 
ness for Public Rates, A Report by National Economic Re- 
search Associates, Inc. to the Cost and Revenues Committee 
of the New York Stock Exchange” (Jul. 1970) (the “July 
NERA Report’’). The February NERA Report had proposed 
4116.3 percent increase in the commission on an order in- 
volving 100 shares of a stock selling at $10 per share. The 
NYSE proposal in July called for a 50 percent commission 
increase for that order. For an order of 1,000 shares of a 
stock selling at $50 per share, the February NERA Report 
had proposed a 36.3 percent commission rate reduction. 

The July NYSE proposal called for a 10 percent commis- 
sion increase for that order. For further comparisons, see 
Table XI-4 of the February NERA Report and Tables 

XI-3 and X11-3 of the July NERA Report. 


\4/ Securities Exchange Act Release No. 9007 (Oct. 22, 
1970). Nevertheless, by the end of 1970 it appeared that 


the banning in 1968 of customer-directed give-ups and the 
simultaneous introduction of the volume discount had not 
solved the regulatory problems of fixed commission rate 
schedules. See, Address by Robert W. Haack before the 
Economic Club of New York, Nov. 17, 1970, quoted in 
The New York Times, Nov. 18, 1970, at 76, col. 8. See 
also Institutional Investor Study Report, vol. 4, at 2206. 


15/ Institutional Investor Study Report, vol. 1, at xxii. 


16/ The Commission also indicated that the inability appro- 
priately to allocate costs and revenues between brokerage 
and other activities engaged in by members had necessitated 
consideration of the proposal on the basis of the total finan- 
cial experience of member firms and that it was continuing 
to study the economic and regulatory impact on the invest- 
ing public, the securities markets and the securities industry 
of competitive commission rates on portions of orders in 
excess of $500,000. See Securities Exchange Act Releases 
Nos. 9148 (Apr. 14, 1971) and 9351 (Sept. 24, 1971). 


17/ The Market Structure Statement expressed the unami- 
mous view of the then Commission (Chairman Casey and 
Commissioners Owens, Needham, Herlong and Loomis), al- 
though Commissioner Owens took a different view with 
respect to restrictions on transactions by institutionally 
affiliated brokerage firms for their institutional affiliates. 


18/ Market Structure Statement at 16. At about the same 
time, the Report of the Subcommittee on Commerce and 
Finance of the House Committee on Interstate and Foreign 
Commerce concluded, after looking at the business prac- 
tices of the brokerage industry that had arisen over the pre- 
ceding several years in response to the aboliton of the cus- 
tomer-directed give-up: “‘Institutions and the brokerage 
community were able to split commissions by devices 
which achieved the same results as ‘give-ups,’ such as the 
‘four-way ticket’; the ‘eight way ticket’; the ‘step-out’; the 
‘mirror transaction,’ and other similar schemes which have 
been aptly described as ‘Byzantine.’ ’’ Securities [Industry 
Study, Report of the Subcommittee on Commerce and 
Finance of the House Committee on Interstate and Foreign 
Commerce, H.R. Doc. No. 92-1519, 92nd Cong., 2d Sess., 
at 133 (1972) (hereinafter referred to as the House Study). 


19/ Securities Industry Study, Report of the Subcommittee 
on Commerce and Finance of the Senate Committee on 
Banking, Housing and Urban Affairs (For the Period Ended 
February 4, 1972), 92nd Cong., 2d Sess., at 57-60 (1972). 
Cf., Securities Exchange Act Release No. 10383 (Sept. 11, 
1973), 38 Fed. Reg. 27243 (Oct. 1, 1973), which provided 
that clear statement. 


20/ The Commission was similarly persuaded that the 

issues were, in some respects, related but nevertheless de- 
termined that it was appropriate to take initial action on 

the matter of proper utilization of exchange memberships. 

It ultimately adopted Rule 19b-2 under the Act (Securities 
Exchange Act Release No. 9950 (Jan. 16, 1973), 38 Fed. 
Reg. 3901 (Feb. 8, 1973)) without, however, foreclosing the 
possibility that further changes might be necessary or appro- 
priate. 


21/ Regulation of Securities Trading by Members of Na- 
tional Securities Exchanges and the Sale of Investment 
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Advisers of Registered Investment Companies, A Report 
of the Senate Committee on Banking, Housing and Urban 
Affairs to Accompany S. 470, Sen. Doc. No. 93-187, 93d 
Cong., 1st Sess., at 3 (1973). 


22/ 


23/ 


Id. 
House Study, at 141-142. 
24/ House Study, at 143. 


25/ Securities Exchange Act Release No. 10383 (Sept. 11, 
1973), 38 Fed. Reg. 27243 (Oct. 1, 1973). On the preced- 
ing March 1, however, the NYSE Board of Directors had 
adopted a resolution calling for a combined program of 
legislation and regulation concurrently eliminating fixed 
commission rates on all orders and establishing the require- 
ment that all trades of listed securities be made on regis- 
tered national securities exchanges operating under similar 
rules and regulations. NYSE Policy Statement, March 1, 
1973. 


On September 3, 1974, the NYSE proposed to increase 
rates again. As subsequently modified, the NYSE’s pro- 
posal called for an increase of 8 percent on minimum rates 
of commission on transactions involving from $5,000 to 
$300,000. After receiving information with respect to the 
NYSE’s proposal and holding a public hearing, the Com- 
mission determined not to invoke its jurisdiction to object 
to the NYSE’s proposal. See Securities Exchange Act Re- 
lease No. 11089 (Nov. 6, 1973). 


26/ Statement of James J. Needham, /n the Matter of 
Intra-Member Commission Rate Schedules of Registered 
National Securities Exchanges, Securities and Exchange 
Commission File No. 4-171 (1974), Transcript at 4-5. 


27/ Securities Exchange Act Release No. 10986. 


28/ Securities Exchange Act Release No. 11019 (Sept. 19, 
1974), 39 Fed. Reg. 35214 (Sept. 30, 1974). In addition, 
the Commission indicated that it had not been persuaded, 
on the basis of the data and views obtained at the public 
hearings on intra-member rates and otherwise, that its 
policy conclusions of September 11, 1973, should not 
also be applicable to intra-member rates. 


29/ The Intermountain Stock Exchange has indicated that 
it would comply with the Commission’s request. The Amer- 
ican, Boston, Chicago Board Options, Cincinnati, Detroit, 
Midwest and New York Stock Exchanges have indicated 
that they would not comply. 


The American Stock Exchange (the ‘“Amex’’) has indicated 
that, after giving detailed consideration to the Commission’s 
request and to the question of uniform versus negotiated 
commission rates, it (1) would seek a hearing to present the 
Amex’s position on the need to retain uniform commission 
rates and (2) had determined that it could not accede volun- 
tarily to the Commission’s request. The Amex has accord- 
ingly requested an opportunity to submit to the Commission 
its written and oral views. 


The Chicago Board Options Exchange (the ‘“CBOE”’) has in- 
dicated that it will continue its policy of conforming its rate 
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structure basically to whatever may be the rate structure 
from time to time elsewhere. In accordance with that policy.» 
the CBOE would have expected to file rule changes comply i 
ing with the Commission's request if the other major ex- 
changes had done so on or before November 1, 1974: but, 
since the other major exchanges have not done so, the CBOE 
will either submit its arguments or simply await the outcome 
of the Commission's proceedings. The CBOE believes that, 
with respect to its Board Brokers (who differ from the 
specialists on other exchanges in that Board Brokers do not 
have a dealer function), the proper solution is to require that 
each Board Broker post his rates and that such rates be uni- 
form and non-discriminatory among customers. The CBOE 
will request an exception to Rule 19b-3 if and when other 
floor rates are required to be negotiated. 











The Cincinnati Stock Exchange (the ““CSE”’) has stated that 
it is of the opinion that to adopt rules permitting fully nego- 


) 


tiated commission rates would not be in the public interest 7 
because to do so would only favor the large institutional in- V 
vestor and thus place a burden on individual customers, who V 
are said to generate the most business for the majority of n 


the CSE member firms. The CSE is also of the opinion that i 
negotiated commissions would not be in its member firms’ | it 


interest since many smaller firms could simply not compete | p 
with larger organizations; the inability to compete does not M 
necessarily mean an inefficiently run operation, but rather 1 
that a small business is unable to face the stiff competition tr 
of big business. The CSE is, finally, of the opinion that ir 
negotiated commission rates would not be in its interest since T 
with the elimination of many of its member firms andthe | 1m 


institutionalization of the market, the CSE would cease to . 
exist. In July, 1974, the CSE did, however, eliminate fixed Bu 





intra-member rates. The CSE believes that the demise of th ql 
auction market would be a great disservice to the general 
investing public. 3 
of 
The Detroit Stock Exchange has reviewed the results of an it 
advisory vote of its membership and took no action with (1 
respect to amending its constitution to eliminate the fixed | tit 
commission structure. . 
s 
The Midwest Stock Exchange, Incorporated (the ‘‘MSE”), 
has reaffirmed its position, first announced in June, 1973, 31 
favoring elimination of fixed public rates. In so doing, the | 31 
MSE stated that it recognized that public policy calls for co 
the early ending of fixed public rates. At the same time, it ac 
stated, in light of a number of unfavorable circumstances or aft 
unresolved problems, the MSE believes that there is need for see 
caution as to the effective date of the transition and hopes mi 
that the Commission will explore the present areas of con- Ho 
cern and prospects for alleviating them before finally 1s1 
settling on a May 1, 1975, effective date. The MSE ob- | 
served also that its June, 1973, position that a competitive , 32 
rate environment is preferable to a regulated rate environ- abl 
ment from all viewpoints is predicated on meeting concerns —t 
that (1) exchange membership for the purpose of handling the 
affiliated business should not be permitted; (2) nation-wide fix 
clearance and depository facilities on an interfaced basis v. | 
should be in existence so as to strengthen the industry oper | (18 
ationally; and (3) there should be appropriate restructuring | aut 
of operating and regulatory methods to fit the new environ Ext 
ment in which exchange membership will no longer be de- unc 
fined in terms of preferred rate treatment. The MSE also Uti 
indicated that it believes there may be new problems bear- (Ja 
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ing on the appropriate effective date for complete termin- 
ation of fixed public rates, including (1) fiduciary principles 
with respect to commissions and (2) a greatly deteriorated 
national and world economic situation, including monetary 
stress, oil and food situations and extremely high rates of in- 
flation and money costs, all of which continue, it stated, 

to have serious direct impacts on the securities industry. 

The MSE noted further that it hoped that the hearings will 
provide an opportunity not only to explain further its be- 
lief that those concerns and problems should be taken into 
account in fixing an effective date for the transition to com- 
petitive public rates, but also to explore possibilities for 

their early resolution. In the case of floor rates, the MSE 
stated its belief that there should be further opportunity to 
explore not only the question of timing but also the sub- 
stantive change itself, and it requested an opportunity to 
present its views on both questions at the oral hearings. 


The NYSE has indicated it believes that competitive rates 
without concurrent legislative and regulatory safeguards 
would ultimately be destructive of the auction market and 
not in the public interest. The NYSE has therefore indicated 
it would comply with the Commission’s request insofar as 

it relates to public commission rates, but only if a combined 
program of legislation and regulation is enacted consistent 
with the intent of the NYSE’s policy statement of March 1, 
1973, which, among other things, would require that all 
trades of listed securities be exposed to the flow of orders 

in an auction market prior to exposure to other markets. 
The NYSE has, however, declined to comply with the Com- 
mission’s request insofar as it relates to floor brokerage 
commission rates. Since the combined program has not, in 
the NYSE’s view, been enacted, the NYSE has also re- 
quested a hearing. 


30/ In 1961, institutional trading accounted for 38 percent 
of public volume, based on value, on the NYSE; in 1971, 

it accounted for 68 percent. NYSE, 7974 Fact Book 55 
(1974). The NYSE has testified that the trend was con- 
tinuing. Hearings Before the Subcommittee on Financial 
Markets of the Senate Committee on Finance, 93d Cong., 
Ist Sess., pt. 1, at 104-105 (1973). 


31/ See Securities Exchange Act Release No. 8791 (Dec. 
31, 1969), in which the Commission solicited views and 
comments concerning the fixing of commission rates. For 
a description of the financial and operational crisis that 
afflicted the brokerage community in the late 1960’s, 

see Securities Industry Study, Report of the Subcom- 
mittee on Securities of the Senate Committee on Banking, 
Housing and Urban Affairs, S. Doc. No. 93-13, 93d Cong,., 
Ist Sess. 28-29 (1973). 


32/ Balancing competitive principles against other desir- 
able ends cannot be done outside a regulated environment 
— the Supreme Court has specifically noted, ‘‘it is not for 
the courts to determine whether in particular settings price- 
fixing serves an honorable or worthy end.” United States 
v. National Ass’n of Real Estate Boards, 339 U.S. 485, 489 
(1950). For a definitive discussion of the Commission's 
authority under Section 19(b) of the Act, see Securities 
Exchange Act Release No. 9950, ““Adoption of Rule 19b-2 
under the Securities Exchange Act of 1934 Governing 
Utilization of Exchange Membership for Public Purposes” 
(Jan. 16, 1973), 38 Fed. Reg. 3901 (Feb. 8, 1973). See 





also PBW Stock Exchange v. Securities and Exchange Com- 
mission, 485 F. 2d 718 (3d Cir. 1973), cert. denied, 40 L. 
Ed. 2d 558 (1974). In discussing the Commission’s action 
with respect to commission rate review, including the policy 
conclusion of September 11, 1973, to terminate the fixing 
of commission rates, the Second Circuit recognized that 
measured withdrawal of the fixed commission rate structure 
could avoid the loss of investor funds. Gordon v. NYSE, 498 
F. 2d 1303 (2d Cir.), petition for cert. filed, 43 U.S.L.W. 
3148 (U.S., Sept. 19, 1974) (No. 74-304). 


33/ A general trend toward fewer NYSE member organiza- 
tions has been apparent for more than a decade. In 1961 
there were 681 NYSE member organizations; that number 
has declined in each subsequent year but one and stood at 
523 at the end of 1973. On the other hand, at the end of 
1973, the number of offices operated by NYSE members 
remained above the corresponding number in 1961, as did 
the number of registered representatives. See NYSE, 7974 
Fact Book, 84 (1974). The NYSE has suggested that there 
has been a further decline in number of member firms (to 
512) and branch offices (a decline of approximately six 
percent) during the first nine months of 1974. /n the Matter 
of Commission Rate Schedules of Registered National 
Securities Exchanges, NYSE Exhibit 7, Securities and Ex- 
change Commission File No. 4-174 (1974). At the end of 
the 1960's, there was a serious shift in the general trend 
towards fewer member organizations. Several major broker- 
age firms collapsed, exhausting the trust funds established 
by the exchanges to protect customers of member firms. 
Securities and Exchange Commission, Study of Unsafe and 
Unsound Practices of Broker-Dealers, H.R. Doc. No. 92-231, 
92d Cong., 1st Sess. 16 (1971). 


34/ 15 U.S.C. 78aaa et seg. The Securities Investor Protec- 
tion Corporation, established by the Securities Investor 
Protection Act, had by the end of 1973, placed 94 firms 

in liquidation. Of that 94, six liquidations had been com- 
pleted and in 78 others substantially all customer claims 
had been satisfied. Securities Investor Protection Corpora- 
tion, Third Annual Report 1973, at 1 (1974). See also The 
Wall Street Journal, Nov. 7, 1974, at 4, col. 1. 


35/ Compare NYSE Rule 325 as in effect until 1970 with 
such rule as in effect subsequently. 


36/ Rule 15c3-3 under the Securities Exchange Act of 1934, 
17 CFR 240.15c3-3. 


37/ See, Securities Investor Protection Corporation, Third 
Annual Report 1973, at 16-17 (1974). 


38/ Indeed, in 1934, the Congress itself, in drafting the Act, 
recognized that fixed commission rates might be necessary or 
appropriate under particular circumstances and delegated to 
the Commission pervasive authority not only to eliminate a 
fixed rate system but, alternatively, to regulate a system of 
fixed rates on exchanges so long as it appeared to the Com- 
mission to be necessary or appropriate to do so. 


39/ The hearings scheduled to commence on November 19, 
1974, complemented by the prior hearings and studies dis- 
cussed above and the other materials listed in Securities Ex- 
change Act Release No. 11073 (Oct. 24, 1974), 39 Fed. 
Reg. 38396 (Oct. 31, 1974), will assist the Commission in 
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determining whether to adopt those rules or take some other 
appropriate action. 


40/ See pp. 2-23, supra. 


41/ For example, see the House Study, which concurred 
“with the [then] president of the New York Stock Exchange 
that ‘the fixed minimum commission rate ... has itself been 
the greatest fragmenter of the market’ [footnote omitted] 
and with his view that with fully negotiated rates business 
will be done on the basis of depth, liquidity, and continuity 
of the marketplace ....’’ [footnote omitted] House Study 
at 138. See also Hearings Before the Subcommittee on Se- 
curities of the Senate Committee on Banking, Housing and 
Urban Affairs on S. 2519, 93d Cong., 1st Sess. (1973), at 
189, 191, 477; Hearings Before the Subcommittee on Se- 
curities of the Senate Committee on Banking, Housing and 
Urban Affairs on S. 3126, 93d Cong., 2d Sess., at 171-178 
(1974). 





Similar statements have been made by other industry repre- 
sentatives, although they have, on other occasions, modified 
or even retracted their prior pronouncements. See, e.g., 
Hearings Before the House of Representatives Committee on 
Interstate and Foreign Commerce on H.R. 5050 and H.R. 
340, 93d Cong., 1st Sess. (1973), at 997; Hearings Before 
the Subcommittee on Securities of the Senate Committee 
on Banking, Housing and Urban Affairs on S. 3126, 93d 
Cong., 2d Sess., at 78 et seqg., 155-156, 161 and 178-180 
(1974). 


42/ \|n that connection, it should be noted that the ex- 
changes have not made progress in developing a rational 
methodology which they would be willing to support and 
which could, in the Commission’s judgment, be used to 
measure the reasonableness of such schedules in the future. 


43/ House Study at 141. See also Securities and Exchange 
Commission File No. 4-171, Transcript at 45 (1974). 


44/ House Study at 141. Nevertheless, since the House 
Study, the Commission has held four series of hearings in 
addition to those to be held in connection with proposed 
Rule 19b-3 and 10b-22. Securities and Exchange Commis- 
sion File Nos. 4-167 (1973), 4-171 (1974), 4-172 (1974) 
and 4-174 (1974). 


45/ Since, as noted at p. 34 and n. 46, infra, shifting 
trends can require modification of regulations which pre- 
viously seemed necessary or appropriate, the regulatory 
agency in which the Congress has vested the responsibility 
for administering the relevant statutory provisions must 
exercise a continuing oversight. 


Current needs and trends not only are the predicate for re- 
quiring that old rules and practices be abandoned; they also 
require the agency to ensure that new policies are not cir- 
cumvented. Thus, the Commission has proposed Rule 10b- 
22 to be adopted if proposed Rule 19b-3 is adopted. At 
the same time, implementation of a new regulatory environ- 
ment, even after years of preparation and experimentation, 
may require some flexibility. On that basis, the administra- 
tive process should explore particular ramifications of the 
new policy carefully and under controlled circumstances, 
in terms of the relevant statutory principles. Subsection 
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(c) of proposed Rule 10b-22 is an effort to provide an 
appropriate method by which the Commission can fulfill 
that important function. 





ay 
’ 






46/ As the Commission previously has noted, in an analogous 
context — the adoption of Securities Exchange Act Rule 
19b-2: 


The action taken ... in adopting Rule 19b-2 is not intended 
to and could not, in light of shifting currents and patterns 
in the structure of the nation’s securities markets, be a de- 
finitive resolution of the problems facing the securities in- 
dustry in this area .... 








* 7 * 


We have not, in adopting Rule 19b-2, foreclosed the pos- 
sibility that further changes may, after experience with the 
rule is gained and after the emerging structure of acentral | 
market system is more sharply delineated, be necessary or 
appropriate .... In an area of activity as dynamic and com- 
plex as this, there may not be any permanent resolution of 
industry problems; as conditions change, existing problems 
may be superseded by new problems, and existing ‘‘solu- 
tions’ may be rendered obsolete. The effective utilization 
of administrative responsibility and pervasive regulatory 
oversight demands that the agency charged with oversight 
of an entire industry, such as the Commission, [footnote 
omitted] remain alert to these changing patterns and prob 
lems. We intend to do just that 


Securities Exchange Act &ciease No. 9950 (Jan. 16, 1973) 
at pp. 2-3, 38 Fe 1g. 290° (Feb. 8, 1973). y 


SECURITIES EX. 4ANGE ACT OF 1934 
Release No. 11094/November 11, 1974 
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TIVE NET C 
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NS T2 PROPOSED RULE 15c3-1 

R POSAL TO ADOPT AN ALTERNA 
PITAL REQUIREMENT FOR CERTAIN 

ND DEALERS - File No. S7-533 





The Securities and Exchange Commission today announced 
final revisions to the Commission's proposal to adopt a 
uniform net capital rule applicable to all broker-dealers. 
The Commission has also determined to publish for comment 
at this time an alternative approach for measuring the ade- 
quacy of a broker-dealer’s capital which would measure both 
the general financial integrity of a broker-dealer and the min 
imum net capital necessary to support its customer activities 


Because an alternative approach to broker-dealer capital re- , 
quirements is being published for the first time in this re- 

lease, it may be necessary to refine the alternative proposal 
contained in paragraph (f) of the rule and republish it for 

additional comment. In any event, the Commission desires 
to make known its intention to adopt a uniform net capital 
rule after the expiration of this comment period. Whether 
the rule as adopted will include the alternative net capital 
requirement proposed in this release, of course, cannot be 
determined at this time. Accordingly, interested persons 

are urged to study carefully the impact of both the propos 
uniform rule and the alternative proposal and submit appro 













priate comments on both proposals by December 31, 
1974. 





|. Proposal to Adopt Alternative Net Capital Require- 
us ments for Certain Broker-Dealers 


A. Changes in the Securities Industry 


| The Commission has determined to publish for comment 
anew concept to measure the capital adequacy of broker- 
dealers which would eliminate in part restraints presently 
imposed by the net capital ratio and aggregate indebted- 
ness concepts which have served as the primary source of 
protection of customers and other broker-dealers for over 
30 years. The Commission believes that as a result of the 
numerous changes that have occurred in the securities in- 
e dustry over the last five years, the evolving future structure 
rq of the securities markets and the future needs of the nation’s 
corporate issuers to raise both equity and debt capital, it 
is important at this time to develop new approaches to 





‘ the financial responsibility and capital adequacy of broker- 

1s dealers for both the protection of customers and to main- 
tain sound and viable primary and secondary capital mar- 
kets. 


In its Study of Unsafe and Unsound Practices of Brokers 
and Dealers, the Commission contemplated that, with the 

b adoption of Rule 15c3-3, the capital requirements for 
broker-dealers eventually might be reduced. The Study 
noted: 


, “Any discussion of the subject of ‘net capital’ and 
i i ‘capital’ must take into account the amendment of 
Section 15(c)(3) of the Exchange Act by Section 
7(d) of the SIPC Act broadening and specifying with 
particularity the powers of the Commission on the 
subjects of reserves for customers’ securities. As 
noted above, the Commission recently acted pursu- 
] ant to this authority with proposed rules which will 
NA | seriously restrict the use of customers’ funds and 
securities in the business of a broker-dealer. Proper 
reserves and adequate custodial requirements and pro- 
cedures should, by themselves, take over the liquidity 
objective of net capital requirements in large part. 
It is contemplated that, with operational experi- 
ence, the rules regarding customer funds and securi- 
ties will eventually supplement and then eliminate the 
complex substructure of the net capital requirements 
and, with that, the corresponding intricacies of inter- 
pretation.” 1/ 


ced 


ment 
le- 
both 
min 
ities While the changes in the securities industry since 1967 cul- 
| minated with the adoption of Rule 15c33, it is important 
' to emphasize other major advances of the past several 

years which the Commission believes provide a basis for 
the belief that the operational failures which result from 
inincreased trading volume and inadequate systems for the 
control and delivery of securities, should not recur. Also, 
the Commission believes that the ultimate objective of 
improving business practices in the securities industry to 
serve and protect investors is approaching realization. 
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Such recent advances include: 






ppro- 1. The development and almost universal acceptance of 





the continuous net settlement system (““CNS”) for the com- 
pletion of securities transactions coupled with the use of se- 
curities depositories and other processing facilities and the 
progress toward realization of a nationwide clearance and 
depository system. 


The improvement of these systems not only reduces ex- 
posure to operational problems and exposure to theft inher- 
ent in the physical handling and processing of securities, but 
also protects the broker-dealer community from loss to it or 
its customers occasioned by the failure of any given broker- 
dealer. Transactions completed through such systems are 
marked to the market on a daily basis minimizing the risk to 
the system and its members who are required to maintain 
substantial clearing fund deposits with such systems not only 
as collateral for their own obligations but also to provide ad- 
ditional protection to such systems which should be used only 
to satisfy losses incurred by the default of other members. 


2. The development of more comprehensive recordkeeping 
and control requirements including the quarterly count and 
verification of securities positions and expanded require- 
ments of independent public accountants to (1) review the 
procedures for compliance with Rule 15c3-3 and margin re- 
quirements of the Federal Reserve System; and (2) comment 
upon any material inadequacies in systems of accounting con- 
trol and procedures for safeguarding securities. 


3. The implementation by the Commission and the self- 
reguiators of more vigorous buy-in requirements respecting 
incompleted transactions with both broker-dealers and their 
customers. 


4. The development by the Commission and the self-regula- 
tory organizations of comprehensive examination and sur- 
veillance programs which have been of significant import- 
ance in the timely detection of operational and financial 
difficulties experienced by broker-dealers. Of equal im- 
portance is the concern and premium that broker-dealers 
themselves now place on the effective management and con- 
trol of their securities processing and other operational 
areas. 


5. The development of the Joint Regulatory Report and 

the steps taken by the Commission to develop a FOCUS 
Report which will ultimately provide for more effective 
analysis of the financial and operational condition of broker- 
dealers. 


6. The development by the Commission and the self-regula- 
tors of substantially more effective requirements for re- 
taining both equity and subordinated capital which has 
eliminated impermanent capital and the probability of a 
recurrence of a dangerous flight of capital from the securi- 
ties industry at times when permanent capital is most neces- 
sary. 


B. Responsibility for Protection of Customers’ Funds and 
Securities 


The key factors which distinguish the securities industry 
from other industries are its custodial responsibility for 
customers’ funds and securities and the unique role the in- 
dustry must play in the formation and maintenance of the 
capital needs of governments and corporations. Thus, the 
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scope and purpose of requirements concerning the fiscal 
responsibility of broker-dealers are designed to achieve an 
environment in which the failure of a broker-dealer does 
not result in loss to its customers or the customers of other 
broker-dealers. 


It is the Commission’s view that capital requirements must 
not only be sufficient to enable broker-dealers to meet 
their immediate commitments to customers but also pro- 
vide reasonable assurance against the loss of customer assets 
by interacting with minimum operational and custodial 
standards as well as existing surveillance, reporting and ex 
amination programs within the industry’s regulatory and 
self-regulatory framework. Capital requirements must also 
balance the need for the efficient use and deployment of 
existing resources to meet the industry’s function of capital 
formation and maintenance with the equally important 
need to protect public customers and instill within them 
confidence to insure their continued participation in the 
nation’s capital markets. 


Capital requirements must eventually become simple enough 
in concept and design to facilitate their review by regula- 
tors and make the capital structures of broker-dealers, as 
well as their investment and operating policies, more under- 
standable to the public, lending institutions and other sup 
pliers of capital. Finally, capital requirements should pro- 
vide a reasonable, yet finite, limitation on unreasonable 
expansion by broker-dealers to minimize the possibility of 
customer losses and SIPC fund exposure. 


While the Commission is of the view that substantial pro- 
gress has occured in the securities industry over the past 
five years, much remains to be done before the liquidity 
requirements of the net capital rule can be supplanted en 
tirely by other rules such as the custodial and reserve re- 
quirements of Rule 15c3-3 as noted above. It is the Com 
mission’s determination to continue to monitor the opera- 
tion and effectiveness of Rule 15c3-3 and strengthen the 
rule where necessary to furnish the protection for the in- 
tegrity of customers’ funds and securities as envisioned by 
Congress when it amended Section 15(c)(3) of the Securi- 
ties Exchange Act by adopting Section 7(d) of the SIPC 
Act. 


C. Proposed Alternative Financial Responsibility Require- 
ments 


The alternative approach to the financial responsibility 
requirements for broker-dealers would begin to integrate the 
net capital requirements of Rule 15c3-1 with the custodial 
and reserve requirements of Rule 15c3-3, moving to place 
greater responsibility and reliance for the protection of 
customer assets on Rule 15c3-3 while continuing the liquid- 
ity requirements of Rule 15c3-1 to insure the general finan- 
cial integrity of the broker-dealer. 


1. Alternative Net Capital Requirement 


Rule 15c3-1(f), as proposed, would serve as a minimum net 
capital or liquidity standard which will measure the general 
financial integrity and liquidity of the broker-dealer and 
will define the minimum net capital deemed necessary to 
meet the broker-dealer’s continuing commitments to its 
customers. Also, it will indicate to other creditors, with 
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whom the broker-dealer may deal, what portion of its 
liquid assets in excess of that required to protect customers 
will be available to meet other commitments of the broker- 
dealer. In addition, the amount of the firm’s liquid assets 

in excess of the broker-dealer’s minimum requirement to pro- 
tect customers would give the Commission, self-regulators 
and SIPC sufficient early warning to take appropriate action 
to protect customers prior to the time when assets would 

be insufficient to satisfy customers’ claims in the event of 
liquidation. 


The proposal would eliminate the current standard of mea- 
suring such customer obligations (i.e., aggregate indebted- 
ness and the net capital ratio test) and substitute as the 
standard for determining the level of the broker-dealer’s 
customer-related activity the aggregate dollar amount of 
assets which have as their source transactions with customers 
(i.e., items includable in the Formula for Determination of 
Reserve Requirements for Brokers and Dealers (‘’Reserve 
Formula’’)). These items include debit balances in customer 
cash and margin accounts, fails to deliver, stock borrowed and 
certain securities purchased as principal which are short in 
customers’ accounts. Rule 15c3-1 (f) would thus require a 
broker-dealer to maintain minimum net capital equal to the 
greater of $100,000 or 4% of aggregate debit balances in- 
cludable in the Reserve Formula. 


This new approach would be applicable only to broker- 
dealers who have not elected to operate pursuant to an ex- 
emption from Rule 15c3-3 through paragraph (k)(1) o1 
(k)(2)(A). Broker-dealers who meet the requirements of 
paragraph (k)(2)(B) of Rule 15c3-3 and introduce ail cus- 
tomer transactions to another broker-dealer on a fully dis- 
closed basis would ligible to operate pursuant to Rule 
15c3-1(f), if they maintained minimum net capital of 
$100,000. 


Rule 15c3-1 


dealers to engage i! 


to enhance the ability of broker- 

aking, block positioning and 
specializing. To achieve this objective, the alternative 
approach would reduce the haircut on the greater of the 
long or short position in equity securities to 15% of the 
market value of such securities. The rule would continue 
to exempt the lesser of the aggregate long or short position 
from any haircut to the extent such position does not ex- 
ceed 25% of the greater of such positions. However, the 
rule would maintain a 30% haircut on security positions in 
excess of the 25% exclusion. 


}) aiso see 


Because the alternative approach seeks to measure the gen- 
eral financial integrity of the broker-dealer, the Commission 
believes it appropriate to propose more stringent require- 
ments to guard against broker-dealers over-extending them- 
selves by unduly concentrating their assets in any one se- 
curity position. Consequently, the alternative approach 
would result in an additional 15% haircut on equity secur- 
ity positions to the extent they exceed 10% of nei capital 
before the application of haircuts and such additional 
charges would attach immediately, rather than after 11 
business days, except in the case of security positions which 
result from the broker-dealer’s underwriting a security, in 
which case the additional charge would attach after 7 busi- 
ness days. 


In addition, the alternative approach would preclude the 
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withdrawal of equity capital if the broker-dealer’s mini- 
mum net capital is less than 7% of aggregate Reserve 
Formula debits and subordinated capital could not be 
withdrawn if minimum net capital is less than 6% of 
aggregate Reserve Formula debits. 


While the Reserve Formula would be computed on a weekly 
basis and hence minimum net capital requirements would be 
determined weekly, broker-dealers would still be required 

to know their available net capital at all times. 


The Commission is also of the view that the foregoing ap- 
proach to minimum net capital requirements can be made 
applicable to stock exchange specialists who have no public 
customers and the Commission seeks the comments of inter- 
ested parties with respect to this question. 


2. Modifications to Rule 15c3-3 


As mentioned earlier the Commission believes that the goals 
to be achieved by the proposed alternative capital adequacy 
approach can only be realized by further strengthening the 
custodial and Reserve Formula safeguards for the protection 
of customer assets found in Rule 15c3-3. 


Conceptually, the reserve requirements of Rule 15c3-3 per- 
mit a broker-dealer to use customer free credit and other 
credit balances as well as funds derived from the lending and 
hypothecation of customers’ securities to finance other cus- 
tomer-related receivables. To the extent funds derived from 
customers exceed the amounts customers owe the broker- 
dealer Rule 15c3-3 requires that such funds or certain quali- 
fied securities be placed in a “Special Reserve Bank Account 
for the Exclusive Benefit of Customers.’’ While no reserve 
deposits are required of a broker-dealer during a period when 
the amounts receivable by a broker-dealer from servicing his 
customers exceeds the amounts derived from the permissible 
uses of customer funds, the existence of such excess receiv- 
ables is of itself a sign of a healthy and viable broker-dealer 
who is financing substantial amounts of customer receiv- 
ables with its own capital rather than that of its customers. 
Moreover, unlike the concept of aggregate indebtedness 
which reflects only certain money liabilities of the broker- 
dealer the Reserve Formula of Rule 15c3-3 and the Reserve 
Bank Account will reflect and provide actual cash reserves 
when a broker-dealer is beset with operational problems 


which result in stock record differences, aged stock dividends 


and aged transfer items. 


Thus, Rule 15c3-3 recognizes that the healthy and viable 
broker-dealer will receive a substantial positive cash flow 
from the realization of its customer-related receivables to 
meet not only its current and ongoing commitments to its 
customers but also to provide reserves for operational diffi- 
culties which represent substantial risks to customers and the 
viability of the broker-dealer itself. 


The mere realization of cash from other customers, however, 
will be insufficient to protect customers whose funds may be 
utilized by the broker-dealer unless there is a sufficient cush- 
ion of excess customer-related receivables available to give 
regulators and others who have sufficient early warning of 
a broker-dealer’s instability to permit them to take timely 
and effective action to protect customers. Such a cushion 
would permit the administration of an orderly liquidation 









of a broker-dealer or the orderly transfer of customer ac- 
counts to other viable broker-dealers. 


Rule 15c3-1(f) would therefore require broker-dealers 
who determine to operate under the proposed alternative 
capital approach to provide the following additional pro- 
tections to customers through the computation of their 
reserve requirements pursuant to Rule 15c3-3: 


1. Reduce the dollar value of aggregate debit items in the 
Reserve Formula by 3% in lieu of the deductions required 
by Note B(2) to Exhibit A to Rule 15c3-3; and 


2. Including the market value of short security count 
differences and short securities and credits in all suspense 
accounts as called for in Items 7 and 8 to Exhibit A to 
Rule 15c3-3 after 7 business days. 


Thus, Rule 15c3-3 as revised by Rule 15c3-1(f) would re- 
quire a 100% reserve, for customer funds not available for 
use by the broker-dealer, and will also require an additional 
3% commitment of the broker-dealer’s own liquid capital 

in the form of cash or qualified securities as an additional 
reserve and to insure his ability to finance his customer- 
related receivables. Such additional reserves will thus be 
available to provide self-regulatory organizations and others 
with additional assets for the satisfaction of customer cash 
claims and to redeem customers’ securities which have been 
hypothecated or otherwise encumbered when necessary 

for the orderly winding up of the business of any broker- 
dealer. 


D. Conclusion 


The Commission believes that the foregoing approach to 
capital adequacy, while not intended to be the final 
answer, forms the foundation for the ultimate achievement 
of the goals a new approach to capital requirements must 
fulfill to contribute to an environment of adequate protec- 
tion of customer assets. While initially this new approach 
is not intended to have applicability to all broker-dealers, 
experience may warrant its extension to all registered 
broker-dealers as well as specialists not currently subject 

to the Commission’s minimum capital standards. 2/ 


/l. Revised Rule 15c3-1 
A. Introduction 


On November 29, 1973, the Commission published for com- 
ment its proposal to adopt a uniform net capital rule appli- 
cable to all broker-dealers. The Commission herein is 
announcing revisions to that proposal and plans to adopt 
the uniform rule after the expiration of this comment 
period. 


The revised rule contains an entirely new format designed 

to simplify and clarify the rule’s requirements. The revised 
rule contains a table of contents respecting its provisions, 

the basic net capital requirement for broker-dealers and 

five appendices which deal with problems that are unique 

to certain broker-dealers, their attorneys or personnel in- 
volved in specific broker-dealer functions. These appendices 
concern A. Options, B. Commodities, C. Margin Maintenance 
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Requirements, D. Satisfactory Subordination Agreements, 
and E. Flow Through Capital Provisions. 


This release does not discuss all the revisions to the proposal 
but highlights the changes resulting from the principal con- 
cerns expressed by the commentators. 


B. Minimum Net Capital Requirements 


1. The revised rule would expand the $5,000 minimum net 
capital requirement to permit many small broker-dealers to 
engage in the sale of mutual funds on a direct wire order 
basis. At present a broker-dealer having minimum net capital 
of $5,000 may sell mutual funds only pursuant to the appli- 
cation way method and as a result they cannot provide their 
customers with a price for the fund shares purchased which 
is based on the net asset value of the fund on the day the 
shares are purchased. 


2. A $50,000 minimum net capital requirement for writers 
and endorsers of options will be required only of those 
broker-dealers writing or endorsing options which are not 
listed on a registered national securities exchange. It is the 
Commission’s view that, since listed options bear the ulti- 
mate guarantee of an exchange clearing facility which re- 
quires special safeguards and margin requirements for op- 
tions written on those exchanges, a $25,000 minimum net 
capital requirement is appropriate for the writers of such 
options. 


C. Fails to Receive and Fails to Deliver 


1. The inclusion of certain fail to receive contracts in 
aggregate indebtedness where the underlying securities are 
no longer owned by broker-dealers, in certain instances, re- 
sults in situations where the capital reserve required to be 
maintained for such fails results in a greater capital com- 
mitment by the broker-dealer than would result if the 
securities were still owned by him. Such situations arise 
primarily in the area of debt instruments where the pro- 
prietary haircuts required by the rule are generally less 
than 7 percent. To insure that such capital requirements 
do not result in the inhibition of the market for such debt 
instruments, the Commission has determined to revise the 
net capital rule in two respects. First, the revised rule 
would exclude from aggregate indebtedness all those fail 
to receive contracts where the broker-dealer does not owe 
such securities to a customer. Second, in order to encour- 
age the elimination of a large source of such failing con- 
tracts (i.e., the failure of some other broker-dealer to de- 
liver the securities to the broker-dealer failing to receive) 
the revised rule would require that any fail to deliver 
contract outstanding more than 11 business days past 
settlement be treated as if it were a proprietary position 
of the broker-dealer subject to a haircut. Any adverse 
movement of the market value of the underlying security 
from the contract value of the fail would also be charged 
against capital. 


2. Special problems often result from the failure of issuers 
of commercial paper, bankers acceptances, certificates of 
deposit and other money market instruments to issue these 
instruments in a timely fashion and thereby result in liabili- 
ties of the broker-dealer which are includable in aggregate 
indebtedness. Such delays by the issuers of these instru- 


452/SEC DOCKET 











ments or their agents from mechanical or other temporary 
factors are often most acute at the end of the month when 
large amounts of notes are being processed by banks for 
delivery. Such delays are often self-correcting since the 
failure to make a prompt delivery results in the issuers 
loss of interest on such instruments, the cost of which in most 
instances is borne by the agent bank. In order to avoid 
adverse effects which the inclusion of such items in aggre- 
gate indebtedness can have on the willingness of broker- 
dealers to participate in the nation’s money markets, the | 
revised rule would provide that such liabilities may be ex- 
cluded from aggregate indebtedness for up to 3 business 

days. : 










D. Deferred Income Taxes 


The rule as revised has been clarified with respect to the 
treatment of deferred income tax liabilities recorded on the 
books and records of the broker-dealer. Since such liabili- 
ties are generally related to unrealized profits and losses on 
securities transactions or assets not readily convertible to 
cash which do not represent tax obligations currently pay- 
able, the Commission has determined that such liabilities 
should be excludable from the computation of aggregate 
indebtedness of the broker-dealer. 


Since the net capital rule requires that a broker-dealer have 
sufficient assets to meet its obligations to customers, the 
determination of a broker-dealer’s net capital must take in- 
to account the income tax effect on its transactions. In this 
connection, the revised proposal would provide that the net 
worth of the broker-dealer may be adjusted in recognition 
of the fact that the rule’s haircut provisions have already 
taken into account the value of the broker-dealer’s pro- 
prietary securities positions. The effect of this provision is 
not to require the broker-dealer to provide for taxes on 
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the “haircut” portion of the broker-dealer’s security posi- 
tion to the extent of his unrealized gain. Thus, the rule now , 
provides that net worth may be adjusted by adding back ‘ 
the lesser of: (1) the total of all deferred tax liabilities q 


provided for under generally accepted accounting prin- 
cipals or (2) the amount which results from applying the 
broker-dealer’s effective income tax rates to the total J 
amount of haircuts provided for by the rule. 





: T 
This approach acknowledges that, when a broker-dealer rn 
has substantial unrealized profits in his portfolio, a lesser p 
capital reserve is appropriate and such profits should be 
available to supplement the broker-dealer’s business activi- 1 
ties. 

: T 
E. Management Fees Receivable ce 
ul 
The revised rule would treat management fees receivables ps 
from registered investment companies as assets readily Of 
convertible to cash for a 30 day period. de 
W 
F. Good Faith Deposits 
2 
The rule has been revised to recognize that good faith de- 
posits may not be returned by the municipality or managing A 
underwriter until a period subsequent to the settlement date pe 
of the underwriting which in most instances is a period re 
longer than 30 days from the time of the deposit. Thus, tie th 
rule would require that good faith deposits be deducted th 






from net worth if not returned to the broker-dealer within the underlying security to the broker-dealer. 

11 business days subsequent to the settlement date of the 
% D ainderwn iting. 3. Spread Positions in Options 

G. Insurance Claims Receivable To the extent the broker-dealer is both long and short an 
st option for the same underlying security with different 
exercise prices, so long as the long option expires subsequent 
to the short option, the broker-dealer’s capital charge would 
be the difference between the exercise prices of the two op- 


In many instances broker-dealers have insurance claims 
which relate to losses of securities which have been resol- 
} ved. The revised rule would not require such losses to 


be deducted in the computation of net capital if within 7 tions. 

days after the loss has been discovered and is required to 

be recorded, the broker-dealer has obtained an opinion of 4. Requirements for Customer Short Option Positions 
outside counsel that the claim is valid and is covered by 

insurance policies presently in force and if within 20 busi- The rule requires that the broker-dealer deduct from net 
ness days after the loss is discovered the claim is acknowl- Capital an amount equal to 30% of the market value of 


edged as due and payable by the insurance carrier. At such 
time as the claim is acknowledged as due and payabie by the option is out of the money and, consequently, is not 
the insurance carrier, the receivable from the carrier may likely to be exercised, or increased by any loss with a mini- 
be considered an asset readily convertible to cash for an mum charge of $250 for each option contract written for 
additional 20 business days. 100 shares. The charge would be reduced by any margin 
deposited with the broker-dealer to collateralize the trans- 


customer uncovered short positions reduced by any amount 


H. Free Shipments of Securities action. 

The revised rule provides that free shipments of securities K. Satisfactory Subordination Agreements 

not exceeding $5,000 (excluding shipments of mutual fund 

shares to the issuer or its agent for redemption) will not The revised rule sets forth in a separate Appendix D to the 
result in a charge against net capital for a period of 7 busi- rule the requirements for satisfactory subordination agree- 
ness days. Thereafter all free shipments outstanding (in- ments. 


cluding the free shipment of mutual funds) will be required 


‘ to be charged against capital. The revised rule makes clear that subordinated capital 


contributions may take the form of contributions of cash 
or securities, however, all contributions of securities must 
be pursuant to a secured demand note arrangement. The 
appendix defines the minimum standards for the contribu- 


|. Undue Concentrations 


| )... revised rule continues to require an undue concentra- 


tion haircut where any security position of the broker- tion and form of secured demand notes as well as subor- 

dealer in position for more than 11 business days exceeds dinated contributions of cash. Appendix D should be care- 

10% of net capital before the application of haircuts. The fully examined by broker-dealers and their counsel in pre- 
Ww revised rule, however, would permit the Examining Auth- paring comments on the proposal. 

ority designated by SIPC to provide relief from this re- 

quirement as to a specialist’s specialty stock where it is in The revised rule would limit the ability of the broker-dealer 


| the public interest to do so. to reduce the principal amount of a secured demand note 


to one 15 percent reduction during the term of the agree- 


J. Options ment. After any such reduction the lender would be pre- 
cluded from withdrawing excess collateral securities from 
The revised rule sets forth in a separate Appendix A the the collateral given for the secured demand note. 
requirements of the net capital rule respecting security 
positions in options. The provisions of Appendix D to the ruie which would 
permit the prepayment of such subordination agreements 
J 1. Uncovered Put and Call Options has been modified to provide that any such prepayment re- 
ceive the prior written approval of the Examining Authority 
The rule will require uncovered short options to receive a for the broker-dealer which has been so designated by SIPC. 
capital charge equal to 30% of the market value of the Since such written approval is now a mandatory requirement 
underlying security reduced by any amount the option the prepayment of such obligations will be permitted, sub- 
; position is ‘out of the money” with a minimum charge ject to such approval, if the broker-dealer’s capital ratio 
of $250 for each option contract for 100 shares of the un- does not exceed 10 to 1 after consideration of scheduled 
derlying security. Unrealized losses in such option positions capital withdrawals over the six months following the pre- 
would be charged to net capital. payment date. 


2. Covered Put and Call Options The proposed rule provides that subordination agreements 


i are to be examined and approved by the SIPC designated 
ging 





A broker-dealer who has written an option and also has a examining authority or the Commission’s Regional Offices 
date Position in the underlying security would be permitted to in the case of a SECO broker-dealer prior to their becoming 
; f) reduce the haircut on the underlying security position to effective. In addition, all subordination agreements must 
tne the extent the holder of the option is likely to either call be filed with both the SIPC designated examining authority 


the underlying security away from the broker-dealer or put and the appropriate Commission regional office. 
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Finally, since contributions of securities other than equity 
contributions must now take the form of a secured demand 
note, the definition of securities accounts of partners has 

been eliminated. 


L. Flow Through Capital from Subsidiaries and Affiliates 


Appendix E of the rule sets forth the requirements which 
must be met to consolidate in a single net capital com- 
putation the assets and liabilities of subsidiaries and affil- 
iates in order to obtain flow-through capital benefits for the 
broker-dealer. 


The rule has been revised to provide that flow-through capi- 
tal benefits can be available to the broker-dealer if the 
subsidiary or affiliate is majority-owned and controlled 


and the assets of the subsidiary or affiliate or the broker-deal- 


er’s interest therein may be distributed to the broker-dealer 
within a 30 day period. 


In addition, the rule has been revised to make clear that 
subordinated obligations of the subsidiary may not increase 
the net worth of the parent unless the obligation is also sub- 
ordinated to the claims of present and future creditors of 
the parent. 


Finally, the revised rule requires that liabilities which are 
guaranteed by the broker-dealer be reflected in the firm’s 
net capital computation. 


M. U.S. Government Securities 


The Commission wishes to clarify what it deems to be the 
appropriate treatment for purposes of the net capital rule 
of repurchase, reverse repurchase and matched repurchase 
agreements in U.S. government securities. 


It is the Commission’s view that government securities sub- 
ject to repurchase agreements are to be treated as if owned 
by the broker-dealer and a haircut applied to the market 
value of the security. In the case of reverse repurchase 
agreements for U.S. government securities these transactions 
result in the broker having a secured receivable from the bor- 
rower of funds from him and any capital charge should be 
limited to the deficiency, if any, in the security collater- 
alizing the receivable. Finally, matched repurchase agree- 
ments result in matched contractual commitments to buy 

or sell the U.S. government securities subject to the agree- 
ments and as such a capital charge should not normally arise. 


N. Risk Arbitrage 


The revised rule provides that the haircut on risk arbitrage 
positions be on the market value of the greater of the long 
or short positions. A risk arbitrage transaction is deemed 
to continue until the merger or consolidation has been 
terminated by the parties. 


STATUTORY BASIS 


These amendments are proposed to be adopted under the 


Securities Exchange Act of 1934, particularly Sections 10(b), 


15(c)(3), 17(a) and 23(a) thereof. 
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The text of the rule is as follows: 





Rule 15c3-1 Net Capital Requirements for Brokers and 
Dealers. 


TABLE OF CONTENTS 


Minimum Net Capital Requirements — p.23 
Broker-Dealers Engaged in a General Securities Business 
— subparagraph (a)(1) p. 23. 


Brokers Who Do Not Genrally Carry Customers’ Ac- 
counts — subparagraph (a)(2) p. 23. 


Brokers Engaged Solely in the Sale of Redeemable 
Shares of Registered Investment Companies and 
Certain Other Share Accounts — subparagraph (a) (3) 
p. 24. 


Certain Additional Capital Requirements for Market 
Makers — subparagraph (a)(4) p. 25. 


Certain Additional Capital Requirements for Broker- 
Dealers Engaged in the Sale of Options — subparagraph 
(a)(5) p. 25. 


Exemptions 
Specialists — subparagraph (b)(2) p. 25. 
General — subparagraph (b)(2) p. 26. 


Definitions 
Aggregate Indebtedness — subparagraph (c)(1) p. 26. 





@) 


Exclusions from Aggregate Indebtedness — subpara- 
graph (c)(1) pp. 27-28. 


Net Capital — subparagraph (c)(2) p. 28. 
Adjustments to Net Worth Related to Unrealized 
Profit and Losses and Deferred Tax Provisions — 


subparagraph (c)(2)(A) pp. 28-29. 


Adjustments for Subordinated Liabilities — subpara- 
graph (c)(2)(B) p. 29. 





Adjustments for Sole Proprietors — subparagraph (c) (2) 
(C) p. 30. 


Assets Not Readily Convertible to Cash — subparagraph 
(c)(2)(D) p. 30. 


Fixed Assets and Prepaid Items — subparagraph (c)(2) 


Certain Unsecured and Partly Secured Receivables — 
subparagraph (c)(2)(D)(ii) p. 30. 


Certain Receivables — subparagraph (c)(2)(D) (iii) p. 30. 
Insurance Claims — subparagraph (c)(2)(D)(iv) p. 31. 
Other Assets — subparagraph (c)(2)(D)(v) p. 31. 


Securities Differences — subparagraph (c)(2)(E) p. 31. 
















Definitions (Continued) 





Securities Haircuts — subparagraph (c)(2)(F) p. 31. 
Government Securities — subparagraph (c) (2) 
(F)(i) p. 32. 

Municipals — subparagraph (c)(2)(F)(ii) p. 32. 


Canadian Debt Obligations — subparagraph (c)(2)(F) 
(iii) p. 33. 


Certain Municipal Bond Trusts and Liquid Asset Funds 
- subparagraph (c)(2)(F)(iv) p. 33. 


Commercial Paper, Bankers Acceptances and Certifi- 
cates of Deposit — subparagraph (c)(2)(F)(v) p. 33. 


Non-Convertible Debt Securities — subparagraph 
(c)(2)(F)(vi) p. 34. 


Convertible Debt Securities — subparagraph (c) (2) 
(F)(vii) p. 34. 


Preferred Stock — subparagraph (c)(2)(F)(viii) p. 35. 


Risk Arbitrage Positions — subparagraph (c)(2)(F)(ix) 
p. 35. 


All Other Securities — subparagraph (c)(2)(F)(x) 
p. 35. 





Securities With a Limited Market — subparagraph 
@) (c)(2)(F)(xi-xii) p. 36. 


Undue Concentration — subparagraph (c) (2) (F) (xiii) 
| p. 36. 


Open Contractual Commitments — subparagraph (c)(2) 
(G) p. 37. 


Aged Fails to Deliver — subparagraph (c)(2)(H) p. 38. 


Non-Marketable Securities — subparagraph (c)(2) (1) 
p. 38. 


Broker-Dealers Carrying Accounts of Option Specialists 
| — subparagraph (c)(2)(J) p. 38. 


Exempted Securities — subparagraph (c)(3) p. 39. 

Contractual Commitments — subparagraph (c)(4) p. 39. 
| Adequately Secured — subparagraph (c)(5) p. 39. 
Customer — subparagraph (c)(6) p. 39. 

Market Maker — subparagraph (c)(7) p. 40. 


Promptly Transmit and Deliver — subparagraph (c) (8) p. 
40. 


Forward and Promptly Forward — subparagraph (c)(9) 
p. 40. 





Ready Market — subparagraph (c)(10) p. 40. 








Debt-Equity Requirements — subparagraphs (d) & (e) pp 
41-42. 


Alternative Net Capital Requirements — subparagraphs (f)(1), 
(2), (3), (4) pp. 42-44. 


APPENDIX A 

Deductions from Net Worth for Uncovered Options and 
Securities Positions in Which the Broker-Dealer also Has 
Offsetting Option Positions — Appendix (A) (a) p. 45. 
Uncovered Calls — subparagraph (a)(1) p. 45. 
Uncovered Puts — subparagraph (a)(2) p. 45. 

Covered Calls — subparagraph (a)(3) p. 45. 

Covered Puts — subparagraph (a)(4) p. 46. 

Conversion Accounts — subparagraphs (a) (5), (6) p. 46. 
Long OTC Options — subparagraph (a)(7) p. 46 
Uncovered Listed Options — subparagraph (a)(8) p. 47. 


Certain Security Positions With Offsetting Long Options 
subparagraphs (a)(9), (10), p. 47. 


Certain Spread Positions — subparagraphs (a)(11), (12) 
p. 48. 


APPENDIX B 


Deductions from Net Worth for Certain Commodities Trans 
actions — pp. 48-50. 


APPENDIX C 


Deductions from Net Worth for Certain Undermargined 
Accounts — pp. 51-52. 


APPENDIX D 

Satisfactory Subordination Agreements — p. 52. 

Introduction — subparagraph (a)(1) p. 52. 

Certain Definitions — subparagraph (a)(2) p. 52. 
Subordinated Loan Agreement — subparagraph (a) (2) 


(ii) p. 52. 


Secured Demand Note Agreement — subparagraph (a) (2) 
(iii) p. 52. 


Lender — subparagraph (a)(2)(v) p. 53. 
Minimum Requirements for Subordinated Agreements — sub- 
paragraph (b) p. 54. 

Specified Amount — subparagraph (b)(1) p. 54. 

Effective Subordination — subparagraph (b)(2) p. 54. 


Proceeds of Subordinated Loan Agreements — subpara- 
graph (b)(3) p. 54. 
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Minimum Requirements for Subordinated Agreements 
(Continued) 
Certain Rights of the Broker-Dealer 
(b) (4) p. 54. 


subparagraph 


Subject of Subordination Agreements — subparagraph 


(b)(5) p. 55. 


Permissive Prepayment — subparagraph (b)(6) p. 56. 


a 


Suspended Repayment — subparagraph (b)(7) p. 57. 


Accelerated Maturity-Obligation to Repay to Remain 
Subordinate — subparagraphs (b)(8), (9) p. 57. 
Prohibited Cancellation — subparagraph (b)(10) p. 58. 


subpara 


Notice of Maturity or Accelerated Maturity 
graph (b)(11) p. 59. 


Certain Legends — subparagraph (b)(12) p. 59. 
subparagraph (b)(13) p. 59. 


Legal Title to Securities 


Temporary Subordinations — subparagraph (b)(14) 


p. 59. 
Filing of Agreements — subparagraph (b)(15) p. 60. 


Subordination Agreements in Effect Prior to Adoption 
— subparagraph (b)(16) p. 60. 


APPENDIX E 


Consolidated Net Capital Computations for Certain Sub 
sidiaries and Affiliates — p. 61. 


Flow Through Capital Benefits — subparagraph (a) p. 61. 


Required Counsel Opinions — subparagraphs (b)(1), (2) p. 


61. 
Principles of Consolidation — subparagraph (c) p. 62. 


Certain Precluded Acts — subparagraph (d) p. 62. 


Rule 15c3-1. Net Capital Requirements for Broker-Dealers. 


(a) No broker-dealer shall permit his aggregate indebted- 
ness to all other persons to exceed 1500 per centum of his 
net capital, except as provided in subparagraph (a)(1) and 
paragraph (f) of this rule, and every broker-dealer shall 

have the net capital necessary to comply with the following 
conditions except as otherwise provided for in paragraph (f) 
of this rule: 


Broker-Dealers Engaged in a General Securities Business 
gag 


(a) No broker-dealer, except one who operates under para- 


graph (f) of this rule, shall permit his aggregate indebtedness 


to all other persons to exceed 800 per centum of his net 
capital for 12 months after becoming a broker-dealer and, 
except as otherwise provided for in paragraph (a) or para- 
graph (f) of this rule, the broker-dealer shall at all times 
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have and maintain net capital of not less than $25,000; 
Brokers Who Do Not Generally Carry Customers Accounts 


(2) Notwithstanding the provisions of subparagraph (a)(1) 
hereof, a broker-dealer shall have and maintain net capital 
of not less than $5,000 if he does not hold funds or securi 
ties for, or owe money or securities to, customers and does 
not carry accounts of or for customers, except as provided 
for in subdivision (E) below, and he conducts his business 
in accordance with one or more of the following conditions 
but engages in no other securities activities; 


(A) He introduces and forwards as a broker all transactions 
and accounts of customers to another broker-dealer who 








carries such accounts on a fully disclosed basis and promptly 
forwards thereto all of the funds and securities of customers 
received in connection with his activities as a broker; 

(B) He participates, as broker, in underwritings on a “best 
efforts” or “‘all or none”’ basis in accordance with the provi 
sions of Rule 15c2-4(a)(2)(B) and he promptly forwards to 
an independent escrow agent customers’ checks, drafts, 
notes or other evidences of indebtedness received in con- 
nection therewith which shall be made payable to such es 
crow agent 


f- r 
rorwarads, 


(C) He promptly as broker, subscriptions for se- 
curities to the issuer, underwriter, sponsor or other distri 
butor of such securities receives checks, drafts, notes 

or other evidences of | edness payable solely to the } 
issuer, underwriter, spons other distributor who de- 


livers the security p 








(D) He effects an occasional tra 


nsaction in securities for 


his own investment account; 

(E) He act [ er th respect to the purchase, 
sale and rec tion of redeema shares of registered in 
vestment companies or terests or participations in 
insurance ite accounts, whether or not regis: | 
tered as ¢ tment company, and he promptly trans- 
mits all fun d delive 


ali securities received in connec- 


tion with such activitie or 


(F) He introduces and forwa all customer and all prin- 
cipal transactions and accou another broker-dealer 
who carries such accounts on a fully disclosed basis and 
promptly forwards all funds and securities received in con- 
nection with his activities as a broker-dealer and does not 
otherwise hold funds or securities for or owe money or 
securities to, customers and does not otherwise carry pro- 
prietary or customer accounts and his activities as dealer 
are limited to holding firm orders of customers and in con- 
nection therewith: (i) in the case of a buy order, prior to 
executing such customers’ order, purchases as principal 
the same number of shares or purchases shares to accumu- 
late the number of shares necessary to complete the order 
which shall be cleared through another broker-dealer or 
(ii) in the case of a sell order, prior to executing such cus- 
tomers’ order sold the same number of shares or a portion | 
thereof which shall be cleared through another broker- 
dealer. 
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Broker-Dealers Engaged Solely in the Sale of Redeemable 









ectly to the subscriber; (a) 
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Shares of Registered Investment Companies and Certain 
Other Share Accounts 


(3) Net capital of not less than $2,500 shall be maintained 
by a broker-dealer who engages in no other securities activi- 
ties except those prescribed in this subparagraph and who 
meets all of the following conditions: 


(A) His dealer transactions are limited to the purchase, 
sale and redemption of redeemable shares of registered in- 
vestment companies or of interests or participations in an 
insurance Company separate account, except that he may 
also effect an occasional transaction in other securities for 
his own investment account with or through another regis- 
tered broker-dealer; 


(B) His transactions as broker are limited to: (i) the sale 
and redemption of redeemable shares of registered invest- 
ment companies or of interests or participations in an in- 
surance Company separate account whether or not regis- 
tered as an investment company; (ii) the solicitation of 
share accounts for savings and loan associations insured by 
an instrumentality of the United States; and, (iii) the sale 
of securities for the account of a customer to obtain funds 
for immediate reinvestment in redeemable securities of 
registered investment companies; and 


(C) He promptly transmits all funds and delivers all se- 
curities received in connection with his activities as a 
broker-dealer, and does not otherwise hold funds or secur- 
ities for, or Owe Money or securities to, customers; 


Certain Additional Capital Requirements for Market Makers 


(4) Notwithstanding the provisions of subparagraphs (a)(1), 
(2), and (3), a broker-dealer engaged in activities as a market 
maker as defined in subparagraph (c)(7) of this rule shall 
maintain net capital in an amount not less than $2,500 for 
each security in which he makes a market (unless a security 
in which he makes a market has a market value of $5 or less 
in which event the amount of net capital shall be not less 
than $500 for each such security) except that under no 
circumstances shall he have net capital of less than that 
required by subparagraph (a)(1) or be required to maintain 
net capital of more than $100,000 unless otherwise required 
herein; and 


Certain Additional Capital Requirements for Broker-Dealers 
Engaged in the Sale of Options 


(5) Notwithstanding the provisions of subparagraphs (a)(1)- 
(4), a broker-dealer who endorses or writes options, includ- 
ing, but not limited to puts, calls, straddles, strips or straps 
otherwise than on a registered national securities exchange 
or a facility of a registered national securities association 
shall have net capital of not less than $50,000. 


Exemptions 


(b)(1) The provisions of this rule shall not apply to any 
specialist who does not transact a business in securities with 
other than members, brokers or dealers and who is in good 
standing and subject to the capital requirements of the 
American Stock Exchange (if he is not also a clearing mem- 
ber of the American Stock Exchange), the Boston Stock 


























Exchange, the Midwest Stock Exchange, the New York 
Stock Exchange, the Pacific Stock Exchange, the PBW Stock 
Exchange, or the Chicago Board Options Exchange (if he 

is not also a clearing member of the Chicago Board Options 
Exchange); whose rules, settled practices and applicable 
regulatory procedures are deemed by the Commission to 
impose requirements that are satisfactory to the Commis- 
sion, provided that this exclusion as to a particular specia- 
list of any exchange or as to the exchange itself, may be 
suspended or withdrawn by the Commission at any time, 
upon (10) ten days written notice to such exchange or 
specialist, if it appears to the Commission that such action 

is necessary Or appropriate in the public interest or for the 
protection of investors. 


(2) The Commission may, upon written application, ex- 
empt from the provisions of this rule, either uncondition- 
ally or on specified terms and conditions, any broker-deal- 
er who satisfies the Commission that, because of the spec- 
ial nature of his business, his financial position, and the 
safeguards he has established for the protection of custom- 
ers’ funds and securities, it is not necessary in the public 
interest or for the protection of investors to subject the 
particular broker-dealer to the provisions of this rule 


(c) Definitions. For the purpose of this rule: 
Aggregate Indebtedness 


(1) The term ‘‘aggregate indebtedness” shall be deemed to 
mean the total money liabilities of a broker-dealer arising 

in connection with any transaction whatsoever, and includes, 
among other things, money borrowed, money payable against 
securities loaned and securities ‘‘failed to receive,”” the mar- 
ket value of securities borrowed to the extent to which no 
equivalent value is paid or credited (other than the market 
value of margin securities borrowed from customers in 
accordance with the provisions of Rule 15c3-3), customers’ 
free credit balances, credit balances in customers’ accounts 
having short positions in securities, equities in customers’ 
future commodities accounts and credit balances in cus- 
tomers’ commodities accounts, but excluding: 


Exclusions From Aggregate Indebtedness 


(A) indebtedness adequately collateralized as defined in 
subparagraph (c)(6), by securities which are owned by the 
broker-dealer, contributed as partnership capital or securi- 
ties subordinated pursuant to Appendix (D) to this rule or 
indebtedness adequately collateralized by spot commodi- 
ties owned by the broker-dealer; 


(B) Amounts payable against securities loaned which se- 
curities are owned by the broker-dealer, contributed as 
partnership capital or securities subordinated pursuant to 
Appendix (D) to this rule; 


(C) Amounts payable against securities failed to receive 
which securities are owned by the broker-dealer, contributed 
as partnership capital, or subordinated pursuant to Appen- 
dix (D) to this rule or amounts payable against securities 
failed to receive for which the broker-dealer also has a re- 
ceivable related to securities failed to deliver or securities 
borrowed by the broker-dealer; 
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(D) Credit balances in accounts representing amounts 
payable for securities not yet received from the issuer or 
its agent which securities are specified in subdivision (c) 
(2)(F)(v) and which amounts are outstanding not more 

than three business days; 


(E) Amounts payable to the extent the funds are segre- 
gated in accordance with the provisions of the Commodity 
Exchange Act and the rules and regulations thereunder; 


(F) Liability reserves established and maintained for re- 
funds of charges required by Section 27(d) of the Invest- 
ment Company Act of 1940, but only to the extent of 
amounts on deposit in a segregated trust account in 
accordance with Rule 27d-1 under the Investment Com- 
pany Act of 1940; 


(G) Amounts payable to the extent funds are on deposit 

in a “Special Reserve Bank Account for the Exclusive Bene- 
fit of Customers” pursuant to 17 CFR 240.15c3-3 unde 

the Securities Exchange Act of 1934; 


(H) Fixed liabilities adequately secured by real estate or 
any other asset of the broker-dealer which is not included 
in the computation of “‘net capital’’ under this rule; 


(1) Liabilities on open contractual commitments; 


(J) Indebtedness subordinated to the claims of all present 
and future creditors pursuant to a satisfactory subordina- 
tion agreement, as defined in Appendix (D) to this rule; 


(K) Liabilities which are effectively subordinated to the 
claims of all present and future creditors, (but which are 
not satisfactory subordination agreements as defined in 
Appendix (D) to this rule), by persons not customers of the 
broker-dealer prior to such subordination; 


(L) Credit balances in accounts of general partners; and 
(M) Deferred tax liabilities. 
Net Capital 


(2) The term “‘net capital’’ shall be deemed to mean the net 
worth of a broker-dealer (that is, the excess of total assets 
over total liabilities), adjusted by: 


Adjustments to Net Worth Re/ated to Unrealized Profits 
and Losses and Deferred Tax Provisions 


(A)(i) Adding unrealized profits (or deducting unrealized 
losses) in the accounts of the broker-dealer and, if such 
broker-dealer is a partnership, adding equities, (or deducting 
deficits) in capital accounts of partners; 


(ii)(a) Where the broker-dealer is either long or short the 
security underlying an option which option is either short 
and/or long in the capital, proprietary or other accounts of 
the broker-dealer, the unrealized profit or loss shall be the 
difference between the cost, other basis or proceeds from 
the sale of the underlying security position and the security 
position’s realizable value. 


(b) Where the broker-dealer is long an option not listed on 
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a registered national securities exchange or facility of a 
registered national securities association and there is no 
off-setting security position, the unrealized profit to be 
recognized is that which would be realized if the option 
were exercised. 


(c) Where the broker-dealer is short an option and there 

is no offsetting security position the unrealized loss to be 
recognized is that which would be realized if the option were 
exercised. 


(d) Unrealized profits or losses on options not listed ona 
registered national securities exchange or facility of a regis- 
tered national securities association shall be increased or 
decreased by the write-off of any unamortized cost of long 
options or recognition of any unamortized proceeds from 
the writing or sale of options. 


(iii) Adding to net worth the lesser of any deferred income 
tax liability, or the sum of (a), (b) and (c) below; 


(a) The aggregate amount resulting from applying to the 
amount of the deductions computed in accordance with sub 
paragraph (c)(2)(F) and Appendices A and 8 to this rule or, 
where appropriate, paragraph (f) of this rule, the appropri- 
ate Federal and State tax rate[s] applicable to any gain or 
income on the asset on which the deducti 


(b) Any deferred tax liability related to income accrued 
which is directly related to an asset otherwise deducted 
pursuant to the rule; 







on was computed | 





(c) Any deferre ‘elated to unrealized appre 


ciation in value of any a which has been o rwise 
deducted from net worth in accordance with the provisions | 
of the rule; and 
(iv) Adding, in the case of future income tax benefits aris- 


ing as a resu fun zed losses, the amount by which suc 
benefits do no amount of income tax liabilities 
accrued on the books 1 records of the broker-dealer, 
and only to the extent such benefits could have been appliec 
to reduce accrued tax liabilities on the date of the capital 
computation had the related unrealized losses been realized 
on that date. 


(1) 





Subordinated Liabilities 


(B) Excluding liabilities of the broker-dealer which are sut 
ordinated to the claims of all present and future creditors 
pursuant to a satisfactory subordination agreement, as de- 
fined in Appendix (D) to this rule. 


Sole Proprietors 


(C) Deducting, in the case of a broker-dealer who is a sole 
proprietor, the excess of (i) liabilities which have not been 
incurred in the course of business as a broker-dealer over 
(ii) assets not used in the business. 


Assets Not Readily Convertible to Cash ) 
(C) Deducting fixed assets and assets which cannot readily 


be converted into cash (less any indebtedness adequately 
secured thereby) including, among other things: 























Fixed Assets and Prepaid Items 


(i) real estate; furniture and fixtures; exchange member- 
ships; prepaid rent, insurance and other expenses; goodwill, 
organization expenses; 





Certain Unsecured and Partly Secured Receivables 


(ii) all unsecured advances and loans; deficits in customers’ 
unsecured and partly secured notes and unsecured and part- 
ly secured accounts except in cash accounts as defined in 

12 CFR 220.4(c) of Regulation T under the Securities Ex- 
change Act of 1934 for which not more than one extension 
respecting a specified securities transaction has been re- 
quested and granted; receivables arising out of free ship- 
ments of securities (other than mutual fund redemptions) 
in excess of $5,000 per shipment or outstanding more than 
7 business days; deficits in secured demand notes as defined 
in Appendix (D) to this rule; 


Certain Receivables 


(iii) interest receivable, floor brokerage receivable, com- 
missions receivable from other broker-dealers (other than 
syndicate profits which shall be treated as required in (v) 
below), mutual fund concessions receivable and manage- 
ment fees receivable from registered investment companies 
which are outstanding longer than 30 days from the date 
they arise; dividends receivable outstanding longer than 30 
days from the payable date; and good faith deposits out- 
standing longer than 11 business days from the settlement 
of the underwriting; 


(4) Insurance Claims 


(iv) Insurance claims which after 7 business days from the 
date the loss giving rise to the claim is discovered are not 
covered by an opinion of outside counsel that the claim is 
valid and is covered by insurance policies presently in effect; 
insurance claims which after twenty business days from the 
date the loss giving rise to the claim is discovered and 


which are accompanied by an opinion of outside counsel des- 


cribed above, have not been acknowledged by the insurance 
carrier as due and payable; and insurance claims acknowl- 
edged by the carrier as due and payable outstanding longer 
than 20 business days from the date they are so acknowl- 
edged by the carrier; and 


Other Assets 


(v) all other unsecured receivables; all assets doubtful of 
collection less any reserves established therefore; and, the 
funds on deposit in a “segregated trust account” in accord- 
ance with Rule 27d-1 under the Investment Company Act 
of 1940, but only to the extent that the amounts on de- 
posit in such segregated trust account exceeds the amount 
of liability reserves established and maintained for refunds 
of charges required by Sections 27(d) and 27(f) of the In- 
vestment Company Act of 1940; Provided, that any amount 
deposited in the ““Special Reserve Bank Account for the 
Exclusive Benefit of Customers” established pursuant to 
Rule 15c3-3 and clearing deposits shall not be so deducted. 

































Securities Differences 


(E) Deducting the market value of all short securities differ- 
ences (which shall include securities positions reflected on 
the securities record which are not susceptible to either count 
or confirmation) unresolved for seven business days after dis- 
covery and the market value of any long security differences 
(which shall include securities positions reflected on the se- 
curities record which are not susceptible to either count or 
confirmation) where such securities have been sold by the 
broker-dealer until they are adequately resolved, less any re- 
serves established therefore; 


Securities Haircuts 


(F) Deducting the percentages specified in subdivisions (i)- 
(xiii) below (or the deductions prescribed for securities posi- 
tions set forth in Appendix A to this rule or where appropri- 
ate paragraph (f) of this rule) of the market values of all 
securities, money market instruments or options, in the 
capital, proprietary and other accounts of the broker-dealer. 


Government Securities 


(i) In the case of a security issued or unconditionally guaran- 
teed as to principal and interest by the United States or any 
agency thereof, the applicable percentages of the net market 
value long or short in each of the categories specified below 
are: 


(a) less than 1 year to maturity — O percent; 
(b) 1 year but less than 3 years to maturity — 1 percent; 

(c) 3 years but less than 5 years to maturity — 2 percent; 

(d) 5 years or more to maturity — 3 percent. 

Municipals 

(ii) In the case of any security issued or unconditionally 
guaranteed as to principal and interest by any State, territory 
or possession of the United States or any political subdivision 
thereof, or any authority, commission or agency of a State, 
territory or possession of the United States or any political 
subdivision thereof, which is not in default as to principal or 
interest or traded flat, the applicable percentages on the great- 
er of the market value of the long or short position in each 
of the categories specified below are: 

(a) less than 1 year to maturity — 1 percent; 

(b) 1 year but less than 2 years to maturity — 2 percent; 

(c) 2 years but less than 5 years to maturity — 3 percent; 

(d) 5 years or more to maturity — 5 percent. 

Canadian Debt Obligations 

(iii) In the case of any security issued or unconditionally 
guaranteed as to principal and interest by the Government 


of Canada or any agency thereof, the percentages of market 
value to be deducted are the same as in (i) above. 
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Certain Municipal Bond Trusts and Liquid Asset Funds 


(iv) In the case of securities of an investment company 
registered under the Investment Company Act of 1940, if 
all of the assets of such investment company are in the 
form of cash or securities specified in subdivisions (i)-(iii) 
above or (v) below, the deduction shall be 7 percent of the 
market value of the greater of the long or short position. 


Commercial Paper, Bankers Acceptances and Certificates 
of Deposit 


(v) In the case of any short-term promissory note or 
evidence of indebtedness issued by any industrial, utility, 
commercial or finance company or Real Estate Investment 
Trust, which has a fixed rate of interest or is sold at a dis- 
count, and which has a maturity date at date of issuance 
not exceeding nine months exclusive of days of grace, or 
any renewal thereof, the maturity of which is likewise 
limited and is rated in one of the three highest categories by 
at least one of the nationally recognized statistical rating 
organizations, or in the case of any negotiable certificate 
of deposit or bankers acceptance or similar type of instru- 
ment issued or guaranteed by any bank as defined in Sec- 
tion 3(a) (6) of the Securities Exchange Act of 1934, the 
applicable percentage of the market value of the greater 

of the long or short position in each of the categories 
specified below are: 


(a) less than 30 days to maturity — O percent; 


(b) 30 days but less than 91 days to maturity — 1/8 of 1 
percent; 


(c) 91 days but less than 181 days to maturity — 1/4 of 
1 percent; 


(d) 181 days but less than 271 days to maturity — 3/8 of 1 
percent; 


(e) 271 days but less than 1 year to maturity — 1/2 of 1 
percent; and 


(f) with respect to any negotiable certificate of deposit or 
bankers acceptance or similar type of instrument issued 

or guaranteed by any bank, as defined above, having 1 
year or more to maturity, the deduction shall be on the 
greater of the long or short position and shall be the 

same percentage as that prescribed in subdivision (c)(2) 
(F)(i) above. 


Nonconvertible Debt Securities 


(vi) In the case of nonconvertible debt securities having 

a fixed interest rate and fixed maturity date and which are 
not in default as to princiapl or interest or traded flat and 
which are rated in one of the four highest rating categories 
by at least one of the nationally recognized statistical rat- 
ing organizations, the applicable percentages on the market 
value of the greater of the long or short position in each of 
the categories specified below are: 


(a) less than one year to maturity — 1 percent; 


(b) one year but less than two years to maturity — 2 per- 
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cent; 


(c) two years but less than three years to maturity — 3 
percent; 


(d) three years but less than four years to maturity — 4 
percent; 


(e) four years but less than five years to maturity — 5 per- 
cent; and 


(f) five years or more to maturity — 7 percent. 
Convertible Debt Securities 


(vii) In the case of a debt security not in default which has 
a fixed rate of interest and a fixed maturity date and which 
is convertible into an equity security, the deductions shall 
be as follows: if the market value is 100 percent or more 
of the face value, the deductions shall be determined as 
specified in subdivision (x) below; if the market value is 
below the face value, the deductions shall be determined as 
specified in subdivision (vi) above. 


Preferred Stock 


(viii) In the case of cumulative, nonconvertible preferred 
stocks ranking prior to all other classes of stock of the same 
issue, which is not in arrears as to dividends, the deduction 
shall be 20 percent of the market value of the greater of the 
long or short position; 





Risk Arbitrage Positions 


(ix) In the case of each risk arbitrage transaction, the de- 
duction shall be 30 percent (or such other percentage as | 
required by this subdivision) on the long or equivalent short 
position, whichever has the greater market value. For the 
purposes of this subdivision (ix), a “risk arbitrage trans- 
action” shall mean the sale (either when issued, when dis- 
tributed or short) of securities involved in a pending merger, 
consolidation, transfer of assets, exchange offer, recapitaliza- 
tion or other similar transaction which has been publicly 
announced and has not been terminated, in connection with 
a previous or approximately simultaneous offsetting purchase 
of other securities which upon consummation of the transac: 
tion will result in the equivalent of the securities sold. 





All Other Securities 


(x) In the case of all securities, except as provided in Appen- 
dix (A) to this rule and, where appropriate, paragraph (f) of 
this rule, which are not included in any of the percentage 
categories enumerated in subdivisions (i)-(ix) above, the de- 
duction shall be 30 percent of the market value of the greater 
of the long or short position. To the extent the market value 
of the lesser of the long or short positions exceeds 25 per- 
cent of the market value of the greater of the long or short 
positions, there shall be a percentage deduction on such ex- 
cess equal to 15 percent of the market value of such excess; 
Provided, that no deduction need be made in the case of (1) 
a security which is convertible into or exchangeable for 
other securities within a period of 90 days, subject to no 
conditions other than the payment of money, and the other Qa 
securities into which such security is convertible or for which 
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such security is convertible or for which it is exchangeable, 
are short in the accounts of such broker-dealer or (2) a 
security which has been called for redemption and which 
is redeemable within 90 days. 


Securities With a Limited Market 


(xi) In the case of securities (other than exempted securi- 
ties, nonconvertible debt securities, and cumulative non- 
convertible preferred securities) which are not: (1) traded 
on a national securities exchange; (2) designated as ““OTC 
Margin Stock”’ pursuant to Regulation T under the Securi- 
ties Exchange Act of 1934; (3) listed on “NASDAQ”; or 
(4) redeemable shares of registered investment companies, 
the deduction shall be as follows: 


{a) in the case where there are regular quotations in an inter- 
dealer quotations system for the securities by three or more 
independent market-makers and where each such quotation 
represents a bona fide offer to broker-dealers to both buy 
and sell in reasonable quantities at stated prices, or where 
aready market as defined in subdivision (c)(10)(B) is 

deemed to exist, the deduction shall be determined in 
accordance with subdivision (x) above; 


(b) in the case where there are regular quotations in an 

inter-dealer quotations system for the securities by only 

one or two independent market-makers and where each 

such quotation represents a bona fide offer to broker- 

dealers to both buy and sell in reasonable quantities, at 

stated prices, the deduction on both the long and short 
—— shall be 40 percent. 


” (xii) Where a broker-dealer demonstrates that there is suf- 
ficient liquidity for any securities long or short in the capi- 
tal, proprietary or other accounts of the broker-dealer 
which are subject to a deduction required by subdivision 
(xi) above, such deduction upon a proper showing may be 
appropriately decreased, but in no case shall such deduction 
be less than that prescribed in subdivision (x) above. 


Undue Concentration 


(xiii) In the case of money market instruments or securities 
of a single class or series of an issuer, including any option 
written, endorsed or held to purchase or sell securities of 


such a single class or series of an issuer (other than ““exempted 
securities”), which are long or short in the capital, proprietary 


or other accounts of a broker-dealer for more than 11 busi- 
ness days and which have a market value of more than 10 
percent of the “net capital’’ of a broker-dealer before the 
application of subparagraph (c)(2)(F) or Appendix (A) to 
this rule, there shall be an additional deduction from net 
worth equal to 50 percent of the percentage deduction 
otherwise provided by this subparagraph (c)(2)(F) or Ap- 
pendix (A) to this rule on that portion of the securities posi- 
tion in excess of 10% of the “net capital’’ of the broker-deal- 
er before the application of subparagraph (c)(2)(F) and Ap- 
pendix (A) to this rule. This provision shall apply notwith- 
standing any long or short position exemption provided for 
in subdivisions (ix) or (x) of this subparagraph and the de- 
duction on any such exempted psoition shall be 15% of that 

portion of the position in excess of 10% of net capital be- 

» fore the application of subparagraph (c)(2)(F) and Appendix 

(A) to this rule. Provided, that such additional deduction 
















shall be applied in the case of equity securities only on the 
market value in excess of $10,000 or the market value of 
500 shares, whichever is greater, or $25,000 in the case of 
a debt security. Provided, further, that any specialist which 

is subject to a deduction required by this subdivision (xiii), 
respecting his specialty stock, who can demonstrate to 

the satisfaction of the self-regulatory organization which 

has been designated by SIPC as the Examining Authority 

for such broker-dealer that there is sufficient liquidity for 
such specialists’ specialty stock and that such deduction 

need not be applied in the public interest for the protec- 

tion of investors may upon a proper showing to such Examin- 
ing Authority have such deduction appropriately decreased 
but in no case shall such deduction be less than that pre- 
scribed in subdivision (x) above. Each such Examining Auth- 
ority shall make and preserve for a period of not less than 

3 years a record of each application granted pursuant to 

this subdivision, which shall contain a summary of the jus- 
tification for the granting of the application. 


Open Contractual Commitments 


(G) Deducting, in the case of a broker-dealer who has open 
contractual commitments (other than option positions 
treated in Appendix (A) to this rule), the respective deduc- 
tions as specified in subdivision (c)(2)(F) of this paragraph 
or Appendix (B) to this rule (in the case of a broker-dealer 
electing to operate pursuant to paragraph (f) of this rule, 
the percentage deduction for contractual commitments in 
securities described in subdivision (c)(2)(F)(x) shall be 30%) 
from the value (which shall be the market value whenever 
there is a market) of each net long and each net short posi- 
tion contemplated by any existing contractual commitment 
in the capital, proprietary and other accounts of the broker- 
dealer. Provided, that the deduction with respect to any 
single commitment shall be reduced by the unrealized profit, 
in an amount not greater than the deduction provided for 

in subdivision (c)(2)(F) of this paragraph (or increased by 
the unrealized loss), in such commitment; and that in no 
event shall an unrealized profit on any closed transactions 
operate to increase net capital. 


Aged Fails to Deliver 


(H) Deducting the percentages of the market value of each 
failed to deliver contract which is outstanding 11 business 
days or longer which would be required by application of 
the deduction required by subparagraph (c)(2)(F), or where 
appropriate paragraph (f) of this rule, on the underlying se- 
curity; Provided, That such deduction shall be increased by 
any excess of the contract price of the fail to deliver over 
the market value of the underlying security position. 


Non-Marketable Securities 


(1) Deducting 100 percent in the case of securities in the 
capital, proprietary or other accounts of the broker-dealer, 
for which there is no ready market, as defined in subpara- 
graph (c)(10), and securities, in the capital, proprietary or 
other accounts of the broker-dealer, which cannot be pub- 
licly offered or sold because of statutory, regulatory or 
contractual arrangement or other restrictions. 


Broker-Dealers Carrying Accounts of Option 
Specialists 
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(J) With respect to any transactions in options listed on a 
registered national securities exchange or facility of a regis- 
tered national securities association for which a broker-deal- 
er acts as a guarantor, endorser or carrying broker-dealer 

for options written by a specialist not subject to the provi- 
sions of this rule, such broker-dealer shall adjust net capital 
by deducting for each class of options contract in which 
such specialist is a market-maker an amount equal to the 
deduction required by the capital rule of the registered na- 
tional securities exchange or facility of a registered national 
securities association to which such specialist is subject, less 
the amount of any related collateral (valued in accordance 
with the rules of the registered national securities exchange 
or facility of a registered national securities association to 
which such specialist is subject) deposited with such broker- 
dealer by such specialist. Provided, that in no event shall 
this provision result in increasing the net capital of such 
guarantor, carrying or endorsing broker-dealer. 


Exempted Securities 


(3) The term “exempted securities’ shall mean those se- 
curities deemed exempted securities by Section 3(a)(12) 
of the Securities Exchange Act of 1934 and rules there- 
under. 


Contractual Commitments 


(4) The term “contractual commitments” shall include 
underwriting, when issued, when distributed and delayed 
delivery contracts, the writing or endorsement of puts and 
calls and combinations thereof, commitments in foreign 
currencies, and spot (cash) commodities contracts, but 
shall not include uncleared regular way purchases and sales 
of securities and contracts in commodities futures. A series 
of contracts of purchase or sale of the same security condi- 
tioned, if at all, only upon issuance may be treated as an 
individual commitment. 


Adequately Secured 


(5) Indebtedness shall be deemed to be adequately colla- 
teralized or secured within the meaning of this rule when 
the excess of the market value of the collateral over the 
amount of the indebtedness is sufficient to make the loan 
acceptable as a fully secured loan to banks regularly mak- 
ing secured loans to broker-dealers. 


Customer 


(6) The term “‘customer” shall mean any person from 
whom or on whose behalf a broker-dealer has received or 
acquired or holds funds or securities for the account of 
such person, but shall not include a broker-dealer, or a 
general, special or limited partner or director or officer 

of the broker-dealer, or any person to the extent that such 
person has a claim for property or funds which by contract, 
agreement or understanding, or by operation of law, is part 
of the capital of the broker-dealer or is subordinated to the 
claims of creditors of the broker-dealer: Provided, however, 
that the term “‘customer”’ shall also include a broker-dealer, 
but only insofar as such broker-dealer maintains a special 
omnibus account carried with another broker-dealer in 
compliance with 12 CFR 220.4(b) of Regulation T under 
the Securities Exchange Act of 1934. 
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Market Maker 


(7) The term “market maker” shall mean a dealer who, 
with respect to a particular security (i) regularly publishes 
bona fide, competitive bid and offer quotations in a recog- 
nized inter-dealer quotation system; or (ii) furnishes bona 
fide competitive bid and offer quotations to other broker- 
dealers on request; and, (iii) is ready, willing and able to 
effect transactions in reasonable quantities at his quoted 
prices with other broker-dealers. 


Promptly Transmit and Deliver 


(8) A broker-dealer is deemed to “promptly transmit” all 
funds and to “promptly deliver” all securities within the 
meaning of subparagraphs (a)(2) and (a)(3) of this rule 
where such transmission or delivery is made no later than 
noon of the next business day after the receipt of such 
funds or securities: Provided, however, that such prompt 
transmission or delivery shall not be required to be effected 
prior to the settlement date for such transactions. 


Forward and Promptly Forward 

(9) A broker-dealer is deemed to “forward” or “‘promptly 
forward” funds or securities within the meaning of sub- 
divisions (A) and (F) of subparagraph (a)(2) only when 
such forwarding occurs no later than noon of the next 
business day following receipt of such funds or securities. 
Ready Market 


(10)(A) The term “‘ready market” shall include a recognizecl 


established securities market in which there exists independer™ 


bona fide offers to buy and sell so that a price reasonably re- 
lated to the last sales price or current bona fide competitive 

bid and offer quotations can be determined for a particular 

security almost instantaneously and where payment will be 

received in settlement of a sale within a relatively short time 
conforming to trade custom. 


(B) A “ready market” shall also be deemed to exist where 
such securities have been accepted as collateral for a loan by 
a bank as defined in Section 3(a)(6) of the Securities Exchang 
Act of 1934 and where the broker-dealer demonstrates that 
such securities adequately collateralize such loans as defined 
in subparagraph (c)(5) of this rule. 


Debt-Equity Requirements 


(d) No broker-dealer shall permit capital subordinated pur- 
suant to Appendix (D) to this rule to exceed 70 percent of 
his debt-equity total, as hereinafter defined, for a period in 
excess of 90 days or for such longer period which the com- 
mission may upon application of the broker-dealer, grant 
in the public interest or for the protection of investors. In 
the case of a corporation, the debt-equity total shall be the 
sum of capital subordinated pursuant to Appendix (D) to 
this rule, paid in capital, capital surplus, retained earnings, 
unrealized profit and loss and other capital accounts of the 
corporation. In the case of a partnership, the debt-equity 
total shall be the sum of capital subordinated pursuant to 
Appendix (D) to this rule, capital accounts of partners sub- 
ject to the provisions of paragraph (e) of this rule and un- 
realized profit and loss. In the case of a sole proprietorship, 
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the debt-equity total shall include the sum of capital sub- 

ordinated pursuant to Appendix (D) to this rule, capital 
P occoun of the sole proprietorship and unrealized profit 

and loss; Provided, however, that a satisfactory subordi- 
nation agreement entered into by a partner or stockholder 
which has a remaining term of not less than three years and 
which does not have a provision for accelerated maturity, 
except as may be required by subparagraph (b)(7) (ii) of 
Appendix (D) to this rule, shall be considered equity for 
purposes of this paragraph if maintained as proprietary 
capital subject to the provisions of paragraph (e) of this 
rule. 


(e) No equity capital of the broker-dealer or a subsidiary 

or affiliate consolidated pursuant to Appendix (E) to this 
rule whether in the form of capital contributions by part- 
ners (which shall include a satisfactory subordination agree- 
ment of a partner or stockholder which has a remaining 
term of not less than three years which shall be maintained 
as equity Capital subject to the provisions of this paragraph 
(e) and which does not have provision for accelerated ma- 
turity, except as may be required by subparagraph (b)(7) (ii) 
of Appendix (D) to this rule) or represented by stock, paid- 
in capital, capital surplus, retained earnings or otherwise, 
may be withdrawn by action of a stockholder or partner, 

or by redemption or repurchase of shares of stock by any 
of the consolidated entities or through the payment of 
dividends or any similar distribution, nor may any unse- 
cured advance or loan be made to a stockholder, partner 

or sole proprietor if either aggregate indebtedness of any 

| of the consolidated entities exceeds 1000 percentum of 

| his net capital or his net capital would fail to equal 120 
percentum of the minimum dollar amount required by 
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to Appendix (D) to this rule to exceed 70 percent of the 
corporate, partnership or sole proprietorship debt-equity 
total as defined in paragraph (d). Provided, that this provi- 
sion shall not preclude a broker-dealer from making re- 
quired tax payments or preclude the payment to partners 
of a reasonable salary. 


Alternative Net Capital Requirement 


(f)(1) A broker-dealer who is not exempt from the provi- 
sions of 17 CFR 240.15c3-3 under the Securities Exchange 
Act of 1934 pursuant to subparagraph (k)(1) or (k)(2)(A) 
may elect not to be subject to the limitations of paragraph 
(a) of this rule respecting aggregate indebtedness, the com- 
putation of aggregate indebtedness provided for in subpara- 
graph (c)(1) of this rule and certain deductions provided for 
in subparagraph (c)(2) of this rule. In order to qualify for 
such election, such broker-dealer shall at all times maintain 
minimum net capital equal to the greater of $100,000 or 4 
percent of aggregate debit items in the Formula for De- 
termination of Reserve Requirements for Broker-Dealers 
(Exhibit A to Rule 15c3-3, 17 CFR 240.15c3-3a). Once a 
broker-dealer has determined to operate pursuant to the 
provisions of this elective paragraph (f), he shall continue to 


do so unless a change in such election is approved by the 
Commission. 


(2) A broker-dealer electing to operate pursuant to para- 
: graph (f) hereof shall be subject to the deductions set forth 
’ in subparagraph (c)(2), except that he shall not be subject 
to the deductions required by subparagraphs (c)(2)(F) (vii), 
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(c)(2)(F) (ix), (c)(2)(F)(x), (c)(2)(F) (xi) (a), and (c)(2)(F) (xiii) 
and shall in lieu thereof deduct the following amounts 
from subparagraph (c)(2) in their computation of net 
capital: 


Convertible Debt Securities 


(A) In the case of a debt security not in default which has a 
fixed rate of interest and a fixed maturity date and which is 
convertible into an equity security, the deduction shall be as 
follows: If the market value is 100 percent or more of the 
face value, the deduction shall be determined as specified in 
(B) below; if the market value is below the face value, the 
deduction shall be determined as in subdivision (c)(2)(F) (vi) 
of this rule; 


All Other Securities 


(B) In the case of all securities, except as provided in Appen- 
dix (A) to this rule, which are not included in any of the 
percentage categories specifically enumerated in subdivisions 
(i)-(viii) or (xi)(b) of subparagraph (c)(2)(F) of this rule, the 
deduction shall be 15 percent of the market value of the 
greater of the long or short positions. To the extent the mar- 
ket value of the lesser of the long or short positions exceeds 
25 percent of the greater of the long or short positions there 
shall be a percentage deduction equal to 30 percent of the 
market value of such excess; Provided, That no deduction 
need be made in the case of (1) a security which is convertible 
into or exchangeable for other securities within a period of 
90 days, subject to no conditions other than the payment of 
money, and the other securities into which such security is 
convertible or for which it is exchangeable, are short in the 
account of such broker-dealer or (2) a security which has 
been called for redemption and which is redeemable within 
90 days. 


Undue Concentration 


(C) In the case of money market instruments or securities of 
a single class or series of an issuer, including any option written, 
endorsed or held to purchase or sell securities of such a single 
class or series of an issuer, (other than “‘exempted securities’’) 
and securities underwritten (in which case the deduction pro- 
vided for herein shall be applied after 7 business days) which 
are long or short in the capital, proprietary or other accounts 
of a broker-dealer and which have a market value of more than 
10 percent of the “‘net capital’ of a broker-dealer before the 
application of subparagraph (c)(2)(F), (f)(2)(A) or (B) or 
Appendix (A) to this rule, there shall be an additional deduc- 
tion from net worth equal to 50 percent of the percentage 
deduction otherwise provided by this subparagraph or Appen- 
dix (A) to this rule (in the case of securities described in sub- 
paragraph (f)(2)(A) or (B) the deduction shall be 15 percent 
of the market value of such excess) on that portion of the 
securities position in excess of 10 percent of the ‘‘net capital” 
of the broker-dealer before the application of subparagraph 
(c)(2)(F), (f)(2)(A) or (B) and Appendix (A) to this rule. 
This provision shall apply notwithstanding any long or short 
position exemption provided for in subparagraph (f)(2)(B) 

of this paragraph and the deduction on any such exempted 
position shall be 15% of that portion of the position in ex- 
cess of 10% of net capital before the application of subpara- 
graph (c)(2)(F), paragraph (f) or Appendix (A) of this rule. 
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(3) For broker-dealers operating pursuant to paragraph (f): 


(A) Where paragraph (e) or Appendix (D) of this rule pro- 
hibits the withdrawal of equity capital, the advance of funds 
or loans to specified parties, the prepayment of subordinated 
indebtedness, the infusion of temporary subordinated in- 
debtedness, the reduction of the principal amount of a se- 
cured demand note, or similar actions, if the broker's or 
dealer’s ratio of aggregate indebtedness to net capital exceeds 
1000 percentum either before or subsequent to such actions, 
such action shall be prohibited for broker-dealers operating 
pursuant to paragraph (f), if net capital as recomputed in 
accordance with paragraph (f) is less than 120% of his mini- 
mum requirement or is less than 7% of aggregate debits com- 
puted in accordance with 17 CFR 240.15c3-3a. 


(B) Where Appendix (D) to this rule either suspends the ob- 
ligation to repay subordinated indebtedness for a period of 
time, or permits the liquidation of the broker-dealer at a 
time subsequent to such suspension, or similar type actions, 
if the broker-dealer’s ratio of aggregate indebtedness to net 
capital exceeds 1200 percentum either before or subsequent 
to such event or similar type action, such action shall be 
prohibited or permitted for broker-dealers operating pursu- 
ant to paragraph (f), if net capital as recomputed in accord- 
ance with paragraph (f) is less than 120% of his minimum 
requirement or is less than 6% of aggregate debits computed 
in accordance with 17 CFR 240.15c3-3a. In any event, pay- 
ment of such subordinated indebtedness shall remain sub- 
ordinate as provided in Appendix (D) to this rule. 


(C) Where Appendix (D) of this rule would permit the 
acceleration of maturity of subordinated indebtedness, if 
aggregate indebtedness exceeds 1500 percentum of net 
capital for 15 consecutive days, acceleration of maturity of 
subordinated indebtedness for a broker or dealer operating 
pursuant to paragraph (f) shall be permitted if net capital is 
less than 4% of aggregate debits computed in accordance 
with 17 CFR 240.15c3-3a for more than 15 consecutive 
days, but payment of same shall remain subordinate as 
provided by Appendix (D) of this rule. 


(4) In addition to the foregoing, broker-dealers electing this 
alternative shall: (1) make the computation required by 

17 CFR 240.15c3-3(e) and found in Exhibit A to that rule 
on a weekly basis and in lieu of the 1 percent reduction of 
certain debit items required by Note B(2) in the computa- 
tion of their Exhibit A requirement reduce aggregate debit 
items in such computation by 3 percent and (2) include 

in Items 7 and 8 of Exhibit A the market value of items 
specified therein over 7 business days old. 


Appendix A to Rule 15c3-1 


Deductions From Net Worth For Uncovered Options and 
Securities Positions in Which the Broker-Dealer Also Has 
Offsetting Option Positions 


(a) Every broker-dealer shall deduct from net worth the 
percentages specified below of all securities positions or 
options in the capital, proprietary or other accounts of the 
broker-dealer. If computing the deductions required for 
each security position as if the security position had no 
related option position and all positions in options as if 
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uncovered results in a lesser deduction from net worth, the 
broker-dealer may compute such deductions separately. 


( 


Uncovered Calls 


(1) In the case where a broker-dealer is short a call in 

his capital, proprietary or other accounts; deducting 30 
percent (or such other percentage required by subdivisions 
(i)-(xi) of subparagraph (c)(2)(F) of this rule) of the cur- 
rent market value of the security underlying such option 
reduced by any excess of the exercise value of the call over 
the current market value of the underlying security. Pro- 
vided, that in no event shall the deduction provided by 
this subparagraph be less than $250 for each option con- 
tract for 100 shares. 


Uncovered Puts 


(2) In the case where a broker-dealer is short a put in his 
capital, proprietary or other accounts; deducting 30 percent 
(or such other percentage required by subdivisioris (i)-(xi) 
of subparagraph (c)(2)(F) of this rule) of the current market 








value of the security underlying the option reduced by any 
excess of the market value of the underlying security over 
the exercise value of the put. Provided, that in no event shall 


$250 for each option contract for 100 shares. 
Covered Calls 


(3) In the case of a broker-dealer who is short any call and 
long equivalent units of the underlying security; deducting 

30 percent (or such other percentage required by subdivisions) 
(i)-(xi) of subparagraph (c)(2)(F) or where appropriate ont ’ 
graph (f) of this rule) of the current market value of the unde™} 
lying security reduced by any excess of the current market 
value of the underlying security over the exercise value of the } 
call. Provided, that no such reduction shall have the effect of 
increasing net capital. 


Covered Puts 


(4) In the case of a broker-dealer who is short a put and short 
equivalent units of the underlying security ; deducting 30 per- 
cent (or such other percentage required by subdivisions (i)-(x 
of subparagraph (c)(2)(F) or where appropriate paragraph (f) 
of this rule) of the current market value of the underlying se- 
curity reduced by any excess of the exercise value of the put 
over the market value of the underlying security. Provided, 
that no such reduction shall have the effect of increasing net 
capital. | 


————e 


Conversion Accounts 


(5) In the case of a broker-dealer who is long equivalent units 
of the underlying security, long a put written or endorsed by 
a broker-dealer and short a call in his capital, proprietary or 
other accounts; deducting 15 percent (or 50 percent of such | 
other percentage required by subdivisions (i)-(xi) of subpare 
graph (c)(2)(F) or where appropriate paragraph (f) of this 
rule) of the market value of the underlying security. 


(6) In the case of a broker-dealer who is short equivalent 
units of the underlying security, long a call written or endorst 
by a broker-dealer and short a put, in his capital, proprietary ‘ 
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or other accounts; deducting 15 percent (or 50 percent of 
such other percentage required by subdivisions (i)-(xi) of 
subparagraph (c)(2)(F) or where appropriate paragraph (f) 
of this rule) of the market value of the underlying security. 


Long Over-the-Counter Options 


(7) In the case of a broker-dealer who is long a put or call 
endorsed or written by a broker-dealer in his capital, pro- 
prietary or other accounts; deducting 30 percent (or such 
other percentage required by subdivisions (i)-(xi) of subpara- 
graph (c)(2)(F) or where appropriate paragraph (f) of this 
rule) of the market value of the underlying security, not to 
exceed any unrealized profit to be recognized pursuant to 
subparagraph (c)(2)(A)(ii) of this rule. 


Uncovered Listed Options 


(8) In the case of any option listed on a registered national 
securities exchange or a facility of a registered national se- 
curities association; deducting 30 percent of the market value 
of any net long positions in options in the same underlying 
security, with the same exercise price and the same expira- 
tion date. In the case of any net short position in an option 
in the same underlying security, with the same exercise price 
and the same expiration date and for which the broker-deal- 
er does not have a related position in the underlying secur- 
ity, the deduction shall be determined as in subparagraph 
(a)(1) or (2) of this Appendix A. 


Certain Security Positions With Offsetting Long Options 


(9) In the case of a broker-dealer who is long a security for 
which he is also long a put listed on a registered national se- 
curities exchange or a facility of a registered national securi- 
ties association (such broker-dealer may also be short a call) 
in his capital, proprietary or other accounts; deducting 30 
percent or where appropriate the percentage specified in 
paragraph (f) of the market value of the long security posi- 
tion not to exceed the amount by which the market value 
of equivalent units of the long security position exceeds the 
exercise value of the put. Provided, that if the exercise 

value of the put exceeds the market value of equivalent units 
of the long security position, no percentage deduction shall 
be applied. 


(10) In the case of a broker-dealer who is short a security 
for which he is also long a call listed on a registered national 
securities exchange or a facility of a registered national se- 
curities association (such broker-dealer may also be short a 
put) in his capital, proprietary or other accounts; deducting 
30 percent or where appropriate the percentage specified in 
paragraph (f) of the market value of the short security posi- 
tion not to exceed the amount by which the exercise value 
of the long call exceeds the market value of equivalent units 
of the short security positions. Provided, that if the exercise 
value of the call is less than the market value of equivalent 
units of the short security position no percentage deduction 
shall be applied. 


Certain Spread Positions 
(11) In the case of a broker-dealer who is short a call listed 


on a registered national securities exchange or facility of a 
registered national securities association and is also long a 


call listed on a registered national securities exchange or 
facility of a registered national securities association in the 
same class of option contracts which have different exer- 
cise values and the long option expires subsequent to the 
short option, the deduction provided by this rule shall be 
the amount by which the exercise value of the long call ex- 
ceeds the exercise value of equivalent units of the short call. 






























Provided, that if the exercise value of the long call is less 


than the exercise value of the short call, no deduction is 


required. 


(12) In the case of a broker-dealer who is short a put listed 
on a registered national securities exchange or facility of a 
registered national securities association and is also long a 
put listed on a registered national securities exchange or 
facility of a registered national securities association in the 
same class of option contracts which have different exercise 
values and the long option expires subsequent to the short 
option, the deduction provided by this rule shall be the 
amount by which the exercise value of the short put exceeds 
the exercise value of equivalent units of the long put. Pro- 
vided, that if the exercise value of the long put is greater than 
the exercise value of the short put, no deduction is required. 


Appendix B to Rule 15c3-1 


Deductions From Net Worth for Certain Commodities 


Transactions 
(a) Every broker-dealer shall: 


(1) Deduct 30 percent of the market value of all “long” and 
all “short” future commodity contracts (other than those 
contracts representing spreads and straddles in the same com- 
modity and those offsetting or hedging any “‘spot’”” commodity 
positions) carried in the capital, proprietary or other accounts 
of the broker-dealer and, if such broker-dealer is a partnership, 
in the commodities accounts of partners. 


(2) Deduct 30 percent of the market value of spot commodi- 
ties long or short in the capital, proprietary and other accounts 
of the broker-dealer and in customer’s, broker-dealer’s, limited 
partner’s, officer’s and director's accounts liquidating to a de- 
ficit; Provided, that the deduction shall be 10 percent of the 
market value of the spot commodities to the extent they are 
hedged by future commodity contracts or forward spot com- 
modity contracts in the same commodity. 


(3) Deduct, after application of outstanding calls for margin, 
marks to market or other required deposits met within 5 busi- 
ness days, the total of credit lines granted by the broker- 
dealer in “‘trade”’ accounts with net long positions or in 
“trade” accounts with net short positions, whichever is 
greater, plus any credit lines granted on open commodity 
contracts in “‘trade’”’ accounts with no net long or net short 
position (in computing the credit line granted in the case of 
each account, deduct the amount of the equity or deficit 
therein. Provided, that any deficit is deducted under other 
provisions of this rule). For purposes of this subdivision 
“trade”’ accounts shall mean an account for a business entity 
which regularly is engaged in the importing or processing of 
the commodity or the by-products thereof for which the 
credit line is granted. 
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(4) Deduct the total amount by which the daily limit fluc- 
tuation of all future commodity contracts carried for a cus- 
tomer’s, broker-dealer’s, limited partner's, officer’s and 
director’s account or accounts controlled by such persons 
exceeds 10 percent of the debt-equity total of the broker- 
dealer as defined in paragraph (d) of this rule. Contracts in 
each customer's, broker-dealer’s, limited partner's, officer's 
or director's account representing purchases and sales of a 
like amount of the same commodity in the same market in 
the same crop year may be eliminated. The daily limit 
fluctuations for future contracts effected in foreign markets 
are to be considered the same as if such contracts had been 
effected in a domestic market. 


(5) Deduct, exclusive of liquidating deficits deducted under 
other provisions of this rule the amount of cash required to 
provide margin on all future commodity contracts in cus- 
tomer’s, broker-dealer’s, limited partner's, officer's or 
director’s accounts equal to the amount necessary, after 
application of outstanding calls for margin, marks to market 
or other required deposits which are net within 5 business 
days, to restore the original margin required by the relevant 
commodity exchange or clearing house, whichever is greater, 
per contract, when the original margin has been depleted 

by 50 percent. 


(6) Deduct, exclusive of liquidating deficits deducted under 
other provisions of this rule, the amount of cash required 
to provide margin equal to 20 percent of the niarket value 
in each customer’s, broker-dealer’s, limited partner’s, offi- 
cer’s, or director’s account with equity, after application of 
outstanding calls for margin, marks to market cr other re- 
quired deposits met within 5 business days, wnen such 
account contains spot commodity positions, evidenced by 
warehouse receipts issued by a warehouse licensed by a 
commodity exchange, which are the result of a future con- 
tract tendered through an exchange within the last 90 days, 


and are not hedged by future contracts in the same commod- 


ity. The margin required shall be 100 percent and the 
amount of the deduction required herein shall be the 
amount required to provide margin equal to 100 percent 
where the spot commodity positions (a) result from other 
than a tender made on a futures contract within the past 90 
days or (b) are not evidenced by warehouse receipts issued 
by a warehouse licensed by a commodity exchange. 


(7) Deduct the amount of the cash required to provide mar- 
gin equal to 10 percent of the market value in each cus- 
tomer’s, broker-dealer’s, limited partner's, officer's, or 
director’s combined account with equity, after application 
of outstanding calls for margin, marks to the market or 
other required deposits met within 5 business days, when 
such account contains spot commodity positions evidenced 
by warehouse receipts issued by a warehouse licensed by a 
commodity exchange, which are the result of a future con- 
tract tendered through an exchange within the last 90 days 
and are not hedged by future contracts in the same com- 
modity. The margin required shall be 100 percent where the 
spot commodity positions (a) result from other than a 
tender made on a futures contract within the past 90 days 
or (b) are not evidenced by warehouse receipts issued by a 
warehouse licensed by a commodity exchange. 


(8) Deduct an amount equal to 1/2 percent of the market 
value of the total long or total short futures contracts 
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(other than those contracts representing spreads or straddles 
in the same commodity and those contracts offsetting or 
hedging any “‘spot’’ commodity positions) in each commodit 
whichever is greater, carried for all customers, broker-dealers, 
limited partners, officers or directors. 


Appendix C to Rule 15c3-1 


Deductions From Net Worth For Certain Undermargined 
Accounts 


(a) Every broker-dealer shall: 


(1) Deduct the amount of cash required in each customer's, 
broker-dealer’s, limited partner’s, officer’s or director's 
account to meet the maintenance margin requirements of 
the regulatory or self-regulatory authority designated by 
SIPC as the examining authority for the broker-dealer, 
after application of calls for margin, marks to the market 
or other required depositis which are met within 5 business 
days. 


(2) Deduct with respect to a call short in a customer’s, 
broker-dealer’s, limited partner’s, officer’s or director’s 
account when such person's account is not also long equiva- 
lent units of the underlying security an amount equal to 
30 percent of the market value of equivalent units of the 
underlying security increased by any unrealized loss on 
the transaction or reduced by any excess of the exercise 
value of the call over the current market value of the under- 
lying security, less any margin deposits collateralizing the 
account and any calls for margin, marks to the market or 
other required deposits met within 5 business days or less. 
Provided, that in no event shall the deduction provided by 
this subdivision be less than $250 for each option contract 
for 100 shares, less any margin or other deposits collateraliz- 
ing the account and any calls for margin, marks to the mar- 
ket or required deposits met within 5 business days or less. 
(3) Deduct with respect to a put short in a customer's 
broker-dealer’s, limited partner’s, officer’s or director's 
account when such person's account is not also short equiva 
lent units of the underlying security, an amount equal to 
30 percent of the market value of equivalent units of the 
underlying security incicascd by any unrealized loss on the 
transaction or reduced by any excess of current market 
value of the underlying security over the exercise value 

of the put, less any margin deposits collateralizing the ac- 
count and any calls for margin, marks to the market or re- 
quired deposits met within 5 business days. Provided, that 
in no event shall the deduction provided by this subdivision 
be less than $250 for each option contract for 100 shares, 
less any margin deposits collateralizing the account and 
any calls for margin, marks to the market or required de- 
posits met within 5 business days. 


Appendix D Satisfactory Subordination Agreements 
Introduction 
(a)(1) This Appendix sets forth minimum and non-exclu- 


sive requirements for satisfactory subordination agreements 
(hereinafter “subordination agreement’’). The self-regulatory 
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organization which has been designated by SIPC as the Ex- 
amining Authority for the broker-dealer may require or the 
roker-dealer may include such additional provisions as they 
deem necessary or appropriate to the extent such provisions 
are not inconsistent with the provisions of this rule. 


Certain Definitions 
(2) For purposes of this rule: 


(i) A subordination agreement may be either a subordinated 
loan agreement or a secured demand note agreement. 


(ii) The term ‘‘subordinated loan agreement” shall include 
the agreement or agreements evidencing or governing a sub- 
ordinated borrowing of cash. 


(iii) The term ‘‘secured demand note agreement” shall 
mean the agreements (including the secured demand note) 
which evidence or govern the contribution of a secured de- 
mand note to a broker-dealer and the pledge of securities 
and/or cash with the broker-dealer to secure payment of 
such secured demand note and which may provide that 
neither the lender, his heirs, executors, administrators or 
assigns shall be personally liable on such note and in the 
event of default the broker-dealer shall look for payment 
of such note solely to the collateral then pledged to secure 
the same. 





lf such note is not paid upon presentment and demand as 
provided for therein, the broker-dealer shall have the right 
to liquidate all or any part of the collateral then pledged 
yo secure payment of the same and to apply the net pro- 
ceeds of such liquidation, together with any cash included 
in the collateral, in payment of such note. 


Until such collateral is liquidated, the lender, as defined 
herein, may retain ownership of the collateral and have the 
benefit of any increases and bear the risks of any decreases 
|} in the value of the collatera!, may substitute other securi- 
ties or collateral and may retain the right to vote securities 
contained within the collateral and any right to income 
| therefrom or distributions thereon, except the broker- 
dealer shall have the right to receive and hold as pledgee all 
| dividends payable in securities and all partial and complete 
liquidating dividends. 


The lender may have the right to direct the sale of any se- 

curities included in the collateral and to direct the purchase 
of securities with any cash included therein and withdraw 

excess collateral n-ior to the broker-dealer exercising his 
rights to liquidate the colla.cral and apply the proceeds to 
the payment of the secured demand note, provided that the 
net proceeds of any such sale aiid the securities so purchased 
are held by the broker-dealer, as pledgee and are included 
within the collateral to secure payment of the secured de- 
mand note, and provided further that no such transaction 
shall be permitted if, after giving effect thereto, the market 
value of the securities after giving effect to the percentage 
deductions specified in subparagraph (c)(2)(F) or, where 
} appropriate, paragraph (f) of this rule plus any cash proceeds 

of the sale and any other cash collateral is less than the 

,4mount of the secured demand note. 




















liv) Upon any payment of all or any part of the unpaid prin- 





























cipal amount of a secured demand note a broker-dealer may 
issue to the lender some other instrument evidencing a sub- 
ordination agreement in the amount of such payment or 
otherwise credit the capital accounts of the broker-dealer or 
issue preferred stock of the broker-dealer. 


(v) The term “lender” as used in this rule shall include the 
person who loans cash or securities to a broker-dealer pur- 
suant to a subordinated loan agreement and the person who 
contributes a secured demand note to a broker-dealer and 
secures payment of such note by pledging cash and/or secur- 
ities with the broker-dealer pursuant to a secured demand 
note collateral agreement. 


Minimum Requirements for Subordination Agreements 


(b) Subject to paragraph (aj above, a subordination agree- 
ment shall mean a written agreement between the broker- 
dealer and the lender, which (1) is consistent with the pro- 
visions of this rule and (2) is a valid and binding obligation 
enforceable in accordance with its terms (subject as to en- 
forcement to applicable bankruptcy, insolvency, reorgani- 
zation, moratorium and other similar laws) against the lend- 
er, its heirs, executors, administrators, successors and 
assigns. 


Specific Amount 


(1) All subordination agreements shall be for a specific 
dollar amount which shall not be reduced for the duration 
of the agreement except as otherwise provided in this para- 
graph; 


Effective Subordination 


(2) The subordination agreement shall effectively subordin- 
ate any right of the lender, to demand or receive payment or 
return of the cash loaned or securities pledged or to receive 
payment of interest or compensation, to the claims of all 
present and future creditors of the broker-dealer arising out 

of any matter occurring prior to the date on which such obli- 
gation matures except for claims which are the subject of 
subordination agreements which may rank on the same priority 
as or junior to such subordination agreement; 


Proceeds of Subordinated Loan Agreements 


(3) The proceeds of a subordinated loan agreement defined 
in subparagraph (a)(2)(ii) of this Appendix (D) shall be used 
and dealt with by the broker-dealer as part of its capital and 
shall be subject to the risks of the business; 


Certain Rights of the Broker-Dealer 
(4) The broker-dealer shall have the right to: 


(i) Deposit any cash proceeds of a subordinated loan agree- 
ment and any cash included within the collateral to a 
secured demand note in an account or accounts in its own 
name in any bank or trust company; 


(ii) Pledge, repledge, :ypothecate, rehypothecate, any or all 
of the securities pledged as collateral subject to a subordina- 
tion agreement, without notice, separately or in common with 
other securities or property, to secure any indebtedness of the 
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broker-dealer; 


(iii) Lend to itself or others any or all of the securities 
pledged subject to a subordination agreement; 


Subject of Subordination Agreements 


(5) Only cash and securities which are fully paid for and 
which may be publicly offered or sold without registration 
under the Securities Act of 1933, and the sale and transfer 
of which are not otherwise restricted, may be the subject 

of or collateral for a subordination agreement with a brok- 
er-dealer. If the market value of any securities or cash 
collateralizing a subordination agreement after application 
of the deductions specified in subparagraph (c)(2)(F) of 
this rule or, where appropriate, paragraph (f) plus any 

cash proceeds or collateral arising from the sale thereof 

at any time are less than the unpaid principal amount of 

a secured demand note, the broker-dealer must immediately 
notify the lender and the self-regulatory organization which 
has been designated by SIPC as the Examining Authority for 
such broker-dealer or, where a broker-dealer is not a mem- 
ber of a self-regulatory organization, the Commission’s Re- 
gional Office for the region in which the broker-dealer has 
his principal place of business. 


Following such notice: 


(i) The lender, prior to noon of the business dav next succeed- 
ing the giving of such notice, may contribute additional cash 
or securities sufficient to bring the value of the securities and 
any cash which is the subject of or collateral for a subordina- 
tion agreement after giving effect to the percentage deduc- 
tions specified in subparagraph (c)({2)(F) or, where appropri- 
ate, paragraph (f) of this rule plus any additional cash con- 
tributed or pledged up to an amount not less than the un- 
paid principal amount of the subordination agreement{[s] . 


(ii) Unless additional cash or securities are pledged by the 
lender as provided in (i) above, the broker-dealer at noon on 
the business day next succeeding the giving of notice to the 
lender, must commence sale of such of the securities as may 
be necessary to bring the value of the remaining securities 
after giving effect to thepercentage deductions specified in 
subparagraph (c)(2)(F) or, where appropriate, paragraph (f) 
of this rule for the securities and any cash plus the cash pro- 
ceeds of the sale of the securities up to an amount not less 
than the unpaid principal amount of the subordination agree- 
ment([s]. The broker-dealer may not purchase for its own 
account any securities subject to such a sale. 


(iii) Notwithstanding (ii) above, the broker-dealer in lieu of 
selling the securities pledged subject to a subordination 
agreement may reduce the amount thereof; Provided, that 
after such reduction aggregate indebtedness of the broker- 
dealer would not exceed 1000 percentum of his net capital, 
and provided, further, that no single subordination agreement 
shall be permitted to be reduced by more than 15 percent of 
the original face amount of the subordination agreement and 
after such reduction no excess collateral may be withdrawn. 


Permissive Prepayments 


(6) In the case of any subordination agreement which has a 
term exceeding one year, a broker-dealer at his option but 
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not at the option of the lender, may, if the subordination 
agreement so provides, prepay the entire amount of the sub- 
ordination agreement or return any collateral pledged sub- 
ject to a subordination agreement or any portion thereof 
prior to its maturity date but in no event may any prepay- 
ment be made before the expiration of one year from the 
date such subordination agreement became effective; Pro- 
vided, that no such prepayment shall! be made, if, after 
given effect to such prepayment and repayment of any 
other subordination agreements or installment or sinking 
fund payments pursuant to subordination agreements whose 
maturity or accelerated maturity falls due or which is sched- 
uled to fall due within six months after the date such pre- 
payment of the subordination agreement is to occur pursu- 
ant to this provision, without reference to any projected 
profit or loss, either aggregate indebtedness of the broker- 
dealer exceeds 1000 percentum of his net capital or his 

net capital is less than 120 percentum of the minimum 
dollar amount provided by this rule. Notwithstanding the 
above, no such prepayment shall occur without the written 
approval of the self-regulatory organization designated by 
SIPC as the Examining Authority for such broker-dealer or 
where the broker-dealer is not a member of a self-regulatory 
organization, the Regional Office of the Commission in 
which the broker-dealer has his principal place of business. 











Suspended Repayment 


(7)(i) The obligation of the broker-dealer to repay any 
subordination agreement or make any installment or sink- 

ing fund payment or payment of interest or compensation 
required pursuant to a subordination agreement shall be j 
suspended and the obligation shall not mature if, after giv- 4 \ 
ing effect to such payment and the payment of any other ‘4 | 
subordination agreement or installment or sinking fund | 
payment required pursuant to subordination agreement(s) 

the scheduled maturity date(s) of which, whether normal 

or accelerated, falls due on or before the scheduled matur- | 
ity date, whether normal or accelerated, of such subordine- 
tion agreement, either the aggregate indebtedness of the 
broker-dealer exceeds 1200 percentum of its net capital or | 
its net capital is less than 120 percent of the minimum dolla’ 
amount required by this rule. Provided, that if the obligatio 

of the broker-dealer to repay the subordination agreement 
does not mature and is suspended for a period not less than 

six months the broker-dealer and the lender may agree that | 
the broker-dealer shal! thereupon commence the rapid and 
orderly liquidation of the broker-dealer but payment of | 
the obligation shall remain subordinate pursuant to the 
provisions of this rule. 


(ii) Whenever a subordination agreement provides that a 
broker-dealer shall commence a rapid and orderly liquida- 
tion, as permitted in (i) above, the date on which the li- 
quidation commences shall be the maturity date for each 
subordination agreement of the broker-dealer than out- 

standing but payment of the same shall remain subordinate 
pursuant to the provisions of this rule. 


L 
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\ 
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Accelerated Maturity-Obligation to Repay to Remain Sub- 
ordinate 
( 

( 
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(8)(i) Subject to subparagraph (b)(9) below, no default in ¢ 
the payment of interest or in the performance of any \ 
covenant or condition by the broker-dealer shall have the 
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effect of accelerating the maturity of a subordination agree- 
ment to a date earlier than six months from the date such 
acceleration privilege is exercised. Provided, that in the 
event of the receivership, insolvency, liquidation pursuant 
to the Securities Investor Protection Act of 1970 or other- 
wise, bankruptcy, assignment for the benefit of creditors, 
reorganization, whether or not pursuant to the bankruptcy 
laws or any marshalling of the assets and liabilities of the 
broker-dealer or in the event that aggregate indebtedness 
exceeds 1500 percentum of net capital for more than 15 
consecutive days commencing on the date on which the 
broker-dealer first notifies the self-regulatory organization 
designated by SIPC as the Examining Authority for such 
broker-dealer or, in the event the broker-dealer is not a 
member of a self-regulatory organization, the Regional 
Office of the Commission in which the broker-dealer has 
his principal place of business or the date on which such 
self-regulatory organization or the Commission so noti- 
fies the broker-dealer of the existence of such condition 
or the broker-dealer’s registration is revoked by the Com- 
mission, the lender may accelerate the maturity of a sub- 
ordination agreement to the date of the occurrence of 
such event but payment of same shall remain subordinate 
as required by the provisions of this rule. 


(ii) Whenever any satisfactory subordination agreement 
of a broker-dealer matures pursuant to (i) above, each 
other subordination agreement of the broker-dealer then 
outstanding shall also mature at the same date, but pay- 
ment of same shall remain subordinate as required by the 
provisions of this rule. 


(9) Subject to subdivision (8) above, a broker-dealer and 

a lender may agree to accelerate the maturity of a specified 
subordination agreement upen the happening of any speci- 
fied event or such events as are satisfactory to the self-regu- 
latory organization designated by SIPC as the Examining 
Authority for such broker-dealer to a date not earlier than 
six months from the date such acceleration privilege is ex- 
ercised. Provided, that in no event shall the accelerated 
maturity date be less than one year from the date the sub- 
ordination agreement became effective. 


Prohibited Cancellation 


(10) The subordination agreement shall not be subject to 
cancellation by either party and the subordination agree- 
ment shall not be repaid and the agreement shali not be 
terminated, rescinded or modified by mutual consent or 
otherwise if the effect thereof would be to render the 
agreement inconsistent with the conditions of this rule. 


Notice of Maturity or Accelerated Maturity 


(11) Every broker-dealer shall immediately notify the self- 
regulatory organization which has been designated by 

SIPC as the Examining Authority for such broker-dealer or, 
where the broker-dealer is not a member of a self-regulatory 
organization, the Commission’s Regional Office for the 
region where the broker-dealer has his principal place of 
business of the maturity or accelerated maturity of any sub- 
ordination agreement at least six months prior to maturity 
of any such subordination agreement if, after giving effect 
to the payment of the subordination agreement or any in- 
stallment or sinking fund payment required pursuant to a 


subordination agreement without reference to any pro- 
jected profit or loss, either the aggregate indebtedness of 
the broker-dealer exceeds 1200 percentum of its net capi- 
tal or its net capital is less than 120 percent of the mini- 
mum dollar amount required by this rule. 


Certain Legends 


(12) If the applicable requirements of this subparagraph 
are not satisfied by the provisions of the note, debenture 

or other evidence of indebtedness included within a sub- 
ordination agreement, then such notes or written instru- 
ments evidencing the subordination agreement shall bear on 
their face an appropriate legend stating that such notes or 
instruments are issued subject to the requirements of this 
rule and the provisions of a subordination agreement which 
shall be adequately referred to and incorporated by refer- 
ence. 


Legal Title to Securities 


(13) All securities pledged as collateral subject to a sub- 
ordination agreement must be held by the broker-dealer in 
its own name or the name of its nominee or custodian; and 


Temporary Subordinations 


(14) For the purpose of enabling a broker-dealer to partici- 
pate as an underwriter with respect to a public offering of 
securities in compliance with the net capital requirements 
of this rule a broker-dealer shall be permitted in any 12 
month period and on no more than three occasions in any 
such 12 month period, to incur indebtedness which is sub- 
ject to a satisfactory subordination agreement on a tempor- 
ary basis which bears a maturity date of no more than 45 
days from the date such subordination agreement became 
effective. Provided, that this temporary relief shall not 
apply to a broker-dealer if, at such time, he is subject to 
any of the reporting provisions of Rule 17a-11 under the 
Securities Exchange Act of 1934, irrespective of his compli- 
ance with such provisions; and provided, further, that im- 
mediately prior to incurring such subordinated indebted- 
ness his ratio of aggregate indebtedness to net capital does 
not exceed 1000 percentum and that the amount of his 
subordinated indebtedness does not exceed the limits speci- 
fied in paragraph (d) of this rule. Such temporary subordin- 
ated indebtedness shali not be subject to any cancellation 
or acceleration provisions by mutual consent or otherwise 
and the obligations to repay same shall be suspended if 
aggregate indebtedness of the broker-dealer exceeds 1200 
percentum of his net capital. 


Filing of Agreements 


(15) Two copies of any such subordination agreement, and 
of any notes or written instruments evidencing the indebted- 
ness, shall be filed at least 10 days prior to the agreement 
becoming effective, with the Commission’s Regional Office 
for the region in which the broker-dealer maintains his 
principal place of business, and if the broker-dealer is a 
member of a self-regulatory organization which has been 
designated by SIPC as the Examining Authority for such 
broker-dealer, the agreement shall also be filed with such 
self-regulatory organization at such earlier time as that or- 
ganization may by rule require. The broker-dealer shall also 
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file a statement setting forth the name and address of the 
lender, the business relationship of the lender to the broker- 
dealer, and whether the broker-dealer carried funds or secur- 
ities for the lender at or about the time the agreement was 
entered into. All agreements shall be examined and approved 
by the Commission’s Regional Office or the self-regulatory 
organization with whom such agreement is required to be 
filed prior to their becoming effective. 


Subordination Agreements in Effect Prior to Adoption 


{16) Any subordination agreement which has been entered 
into prior to (date of adoption) and which has been deemed 
to be satisfactorily subordinated pursuant to this rule or the 
net capital rules of a registered national securities exchange, 
the members of which previously had been exempted from 
this rule shall continue to be deemed a satisfactory subor- 
dination agreement until the maturity of such agreement. 
Provided, that no agreement which provides for automatic 
or optional renewal by the broker-dealer or lender shall be 
deemed to be a satisfactory subordination agreement unless 
any such renewed agreement meets the requirements of 

this Appendix. Provided, further, that all subordination 
agreements must meet the requirements of this Appendix 
within 5 years of the effective date of these amendments. 


Appendix E Consolidated Net Capital Computations 
for Certain Subsidiaries and Affiliates 


Flow Through Capital Benefits 


(a) Every broker-dealer in computing its net capital pursu- 
ant to this rule shall, subject to the provisions of paragraphs 
(b) and (d) of this Appendix, consolidate in a single com- 
putation assets and liabilities of any subsidiary or affiliate 
for which it guarantees, endorses or assumes directly or in- 
directly the obligations or liabilities. The assets and liabili- 
ties of a subsidiary or affiliate whose liabilities and obliga- 
tions have not been guaranteed, endorsed, or assumed 
directly or indirectly by the broker-dealer, may also be so 
consolidated if an opinion of counsel as called for in para- 
graph (b) below is obtained. 


Required Counsel Opinions 


(b)(1) If the consolidation of the assets, liabilities or other 
obligations of any such subsidiary or affiliate results in the 
increase of the broker-dealer’s net capital and/or decrease 
in the broker-dealer’s ratio of aggregate indebtedness to net 
capital or decreases the minimum net capital requirement 
called for by paragraph (f)(1) of this rule and an opinion of 
counsel called for in this paragraph has not been obtained, 
such benefits shall not be recongized in the broker-dealer’s 
computation pursuant to this rule. 


(2) Consolidation shall be permitted with respect to any 
subsidiaries or affiliates which are majority owned and con- 
trolled by the broker-dealer for which the broker-dealer can 
demonstrate to the satisfaction of the Commission, through 
(i) its Regional Office for the region in which the broker- 
dealer maintains its principal place of business, or (ii) where 
the broker-dealer is a member of a self-regulatory organiza- 
tion, the self-regulatory organization designated as its Ex- 
amining Authority by an opinion of counsel that the net 
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asset values or a portion thereof of the subsidiary or affili- 
ate may be caused by the broker-dealer or a trustee appoint- 
ed pursuant to the Securities Investor Protection Act of 






1970 or otherwise, to be distributed to the broker-dealer Ne 
wtihin 30 calendar days. Such opinion shall also set forth 
the actions necessary to cause such a distribution to be 1 
made, identify the parties having the authority to take De 
such actions, identify and describe the rights of other Ey 
parties or classes of parties, including but not limited to Cc 
customers, general creditors, subordinated lenders, minor- ef 
ity shareholders, employees, litigants and governmental or , 
regulatory authorities, who may delay or prevent such a 2/ 
distribution and such other assurances as the Commission im 
by rule or interpretation may require. Such opinion shall ad 
be periodically renewed in connection with the broker- Oo 
dealer’s annual audit pursuant to Rule 17a-5 under the an 
Securities Exchange Act of 1934 or upon any material th 
change in circumstances. : 
t 
Principles of Consolidation 
(c) In preparing a consolidated computation of net capital 
and/or aggregate indebtedness pursuant to this rule, the 
following minimum and non-exclusive requirements shall SE 
be observed: Ri 
(1) Consolidated net worth shall be reduced by the esti- A‘ 
mated amount of any tax expected to be incurred upon 
distribution of the assets of the subsidiary or affiliate. In 
(2) Liabilities of a consolidated subsidiary or affiliate BI 
which are subordinated to the claims of present and future BI 
creditors pursuant to a satisfactory subordination agree- ) i 
ment shall not be included in consolidated net worth un- A\ 
less such subordination extends also to the claims of pre- (8 
sent or future creditors of the parent broker-dealer and all 
consolidated subsidiaries. Ol 
(3) Liabilities of a consolidated subsidiary or affiliate Tt 
which are consolidated in accordance with subparagraph an 
(c)(2) above may not be prepaid, repaid or accelerated if un 
any of the entities included in such consolidation would Wi 
be unable to comply with the provisions of Appendix (D) te 
to this rule. br 
all 
Certain Precluded Acts - 
(d) No broker-dealer shall guarantee, endorse or assume Br 
directly or indirectly any obligation or liability of a sub- tic 
sidiary or affiliate unless the obligation or liability is Se 
reflected in the computation of net capital and/or aggre- Ri 
gate indebtedness pursuant to this rule, except as provided W. 
in paragraph (b)(1) above. pl, 
Or 
* * * 
A 
All interested persons are invited to submit their views and ev 
comments on this proposal by December 31, 1974 to sp 
George A. Fitzsimmons, Secretary, Securities and Exchange pu 
Commission, 500 North Capitol Street, Washington, D. C. an 
20549. All such communications should bear the File No. pri 


$7-533 and will be available for public inspection. 


By the Commission. 









je 





Ws: 


George A. Fitzsimmons 
Secretary 


November 11, 1974 


1/ Study of Unsafe and Unsound Practices of Brokers and 
Dealers, report and recommendations of the Securities and 
Exchange Commission, December, 1971, at page 17. The 
Commission adopted Rule 15c3-3 on November 10, 1972, 
effective January 15, 1973 (Release No. 34-9856). 


2/ The Commission wishes to make clear that the 4% min- 
imum net capital requirement of Rule 15c3-1(f) and the 
additional 3% reduction of aggregate debits in the Formula 
for Determination of Reserve Requirements are tentative 
and specific comments are invited as to the adequacy of 
the levels proposed under the alternative approach. Such 
levels may be further revised by the Commission prior to 
the alternative being adopted. 





SECURITY EXCHANGE ACT OF 1934 
Release No. 11095/November 12, 1974 


Admin. Proc. File No. 3-4498 
In the Matter of 


BRUCE WILLIAM ZIMMERMAN, dba 
BRUCE W. ZIMMERMAN INVESTMENTS 
15430 E. Batavia Dr., Suite B 

Aurora, Colorado 80010 

(8-16467) 


ORDER AMENDING ORDER FOR PROCEEDINGS 


The Securities and Exchange Commission has issued an 
amending order in the public administrative proceedings 
under the Securities Exchange Act of 1934 against Bruce 
William Zimmerman, dba Bruce W. Zimmerman Invest- 
ments, an Aurora, Colorado broker-dealer, originally 
brought by Order dated May 22, 1974. The amended order 
alleges the entry of an order by the United States District 
Court for the Central District of California on July 11, 
1974, permanently enjoining Bruce W. Zimmerman and 
Bruce W. Zimmerman Investments from violating Sec- 
tions 5(b) and 17(a) of the Securities Act of 1933 and 
Section 10(b) of the Securities Exchange Act of 1934 and 
Rule 10b-5 thereunder. Bruce W. Zimmerman and Bruce 
W. Zimmerman Investments, without admitting or deny- 


ing the allegations, consented to the entry of the Court's 
Order. 


A hearing will be scheduled by further order to take 
evidence on the staff's allegations and to afford the re- 
spondents an opportunity to offer any defenses for the 
purpose of determining whether the allegations are true, 
and if so, what, if any, action of remedial nature is appro- 
priate in the public interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11096/November 12, 1974 


An order has been issued granting the applications of the 
following stock exchanges for unlisted trading privileges 
in the common stock of the specified companies: 


Boston Stock Exchange — 


Aquitaine Co. of Canada Ltd. 

Bank of Virginia Company 

Campbell Chibougmau Mines, Ltd. 
Canadian Export Gas & Oil Ltd. 
Canadian Homestead Oils Ltd. 

Distillers Corporation-Seagrams Limited 
Gaint Yellowknife Mines, Ltd. 

Home Oil Co. Ltd. 

Husky Oil Ltd. 

Northgate Exploration Ltd. 

Numac Oil & Gas Ltd. 

Pato Consolidated Gold Dredging Ltd. 
Ranger Oil (Canada) Limited 

Toltal Petroleum (North America) Ltd. 
Wainoco Oil Ltd. 

Walker (Hiram)-Gooderham & Worts Limited 
Western Decalta Petroleum Ltd. 


PBW Stock Exchange, Inc. — 


The El Paso Company 
Olin Corporation 


Detroit Stock Exchange — 


Olin Corporation 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11097/November 13, 1974 


NOTICE OF ADOPTION OF AMENDMENT TO RULE 
17a-15 UNDER THE SECURITIES EXCHANGE ACT 
OF 1934 


(File No. S7-433) 


The Commission today announced the adoption of an 
amendment to Rule 17a-15 (the ““Rule’’) under the Se- 
curities Exchange Act of 1934. 1/ The Rule provides for 
reporting of prices and volume of completed transactions 
with respect to securities registered on exchanges. The 
purpose of the amendment, which adds a new paragraph 
(i) to the Rule, is to establish procedures for appeal to the 
Commission from certain actions which may be taken pur- 
suant to any consolidated tape plan declared effective 

by the Commission under the Rule. In this connection, 
the Commission on May 10, 1974 announced that it had 
declared effective as of May 17, 1974 the consolidated 
tape plan jointly filed on April 22, 1974 by the New 
York, American, Midwest, Pacific and PBW Stock Ex- 
changes and the National Association of Securities Deal- 
ers, Inc. 2/ Although various provisions of this plan 
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state that decisions of the Consolidated Tape Association 
with respect to certain matters will be subject to an appeal 

to the Commission, the Commission presently has no appli- 
cable rules and regulations for any such petitions of appeal. 


The amendment as adopted differs in several respects from 
the form in which it was proposed. 3/ First, it has been re- 
vised to be comparable to the appeal provisions contained 

in proposed Rule 17a-14, governing the composite report- 
ing of quotations in listed securities. 4/ In proposing the 
adoption of Rule 17a-14, the Commission already had re- 
viewed the comments on the proposed amendment to Rule 
17a-15. Thus, the Commission has coordinated its considera- 
tion of the substantive appeal provisions for both rules. The 
major change deals with the question of a stay pending con- 
sideration of an appeal or pending review by the Commission 
on its own motion. The Commission has determined to de- 
lete the automatic stay provision to avoid impeding the 
ability of the Rule 17a-15 plan sponsors to take prompt 
action as may be appropriate, and also to be consistent with 
those provisions of pending legislation which deal with the 
Commission’s review of disciplinary action of self-regulatory 
organizations. 


The Securities and Exchange Commission, acting pursuant 
to the provisions of the Securities Exchange Act of 1934, 
and particularly Sections 10(b), 15(c), 17(a) and 23(a) 
thereof, hereby adopts paragraph (i) as an amendment to 
Rule 17a-15 under the Securities Exchange Act of 1934, 
effective December 13, 1974. 


(i) The Commission may entertain appeals in connection 
with the operation of any effective plan as follows: 


(1) Any action taken or any failure to act by any person 
in connection with an effective plan (including but not 
limited to denial, limitation or termination of access to 
last sale reports) shall be subject to review by the Com- 
mission on its own motion, or upon application by any 
person aggrieved thereby (including but not limited to 
exchanges, associations, brokers, dealers, issuers, vendors 
and other users of last sale reports), filed within 30 days 
after such action or failure to act or within such longer 
period as the Commission may determine. 


(2) Application to the Commission for review, or the in- 
stitution of review by the Commission on its own motion, 
shall not operate as a stay of any such action, unless the 
Commission determines otherwise, after notice and op- 
portunity for hearing on the question of a stay (which 
hearing may consist only of affidavits or oral agruments). 


(3) In any proceeding for review, if the Commission, after 
appropriate notice and opportunity for hearing, and upon 
consideration of any proceedings conducted in connection 
with such action or failure to act and such other evidence 
as it deems relevant, determines that the action or failure 
to act is in accord with the applicable provisions of such 
plan and is consistent with the maintenance of fair and 
orderly markets, the public interest and the protection of 
investors, the Commission shall dismiss the proceeding. 
Otherwise, the Commission shall require such action with 
respect to the matter reviewed as the Commission deems 
appropriate in accordance with the public interest and 
consistent with such plan. 
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By the Commission. 


George A. Fitzsimmons 








Secretary 
“is 
1/ Rule 17a-15 was adopted on November 8, 1972 (effec- “ 
tive December 15, 1972) and was published in Securities = 
Exchange Act Release No. 9850 (November 8, 1972). = 
2/ Securities Exchange Act Release No. 10787 (May 10, _ 
1974). 6 
Gu 
3/ Securities Exchange Act Release No. 10788 (May 10, . 
1974). : 
anr 
4/ Securities Exchange Act Release No. 10969 (August ra 
14, 1974). 
Thi 
of 
for 
pre 
SECURITIES EXCHANGE ACT OF 1934 
Release No. 11098/November 13, 1974 Th 
19 
BROKER-DEALER MODEL COMPLIANCE PROGRAM Se 
ADVISORY COMMITTEE SUBMITS REPORT TO THE 20! 
SEC me 
(File No. 4-177) By 
The Securities and Exchange Commission today announced 





that the report of the Broker-Dealer Model Compliance Pro- 4 
gram Advisory Committee was transmitted to the Commis- \ 
sion in the form of a Guide to Broker-Dealer Compliance 
(“Guide”). The Commission expressed deep appreciation 
to the members of the Committee for the two years of 
generous and devoted work in formulating the Guide. The 
members of the Committee were: SE 


Howard T. Sprow, Chairman 
Sidney T. Bernstein, Secretary 


Bryan P. Coughlin, Jr. Th 

Robert G. Cronson to 

Edward R. Gilleran Ac 

Benjamin D. Krause Cnt 

Jon J. Masters co 

C. Rader McCulley - 

Stuart K. Nelson of 

Judith G. Shepard file 

The Commission, in receiving the report of the Advisory AE 

Committee, indicated that it will study the Guide and seek (1 

public comments in determining whether the concept of a 19 

Guide as a compliance tool is useful and whether the format 19 
and contents of the Guide as recommended by the Advisory | 

Committee are acceptable. A\ 

ref 

Jui 


The Committee, which was formed on January 26, 1973, was 
created to advise the Commission in the development of a 
Model Compliance Program to serve as an industry guide 

for the broker-dealer community. The Committee, in its 
report recommending the Guide to the Commission indi- 


cated that the purpose of the proposed Guide was consistent 
with the Committee’s Charter “to advise broker-dealers of 















the standards to which they should adhere if investor con- 
fidence in the fairness of the marketplace is to be warranted 
nd sustained.”’ Further, the Committee’s recommendations 
are also consistent with its Charter in that the proposed Guide 
“is not intended to lead to the expansion of the Commis- 
sion’s rules governing broker-dealers but instead to suggest 
how to inform broker-dealers as to the existing requirements 
and how they may comply with them.” 


\t was also announced that a limited number of copies of 

the Guide will be available from the Commission and that the 
Guide will be available for review in all Commission public 
reference rooms. Thereafter, copies of the Guide may be ob- 
tained from the Superintendent of Documents. A further 
announcement will be made as to when the Commission's 
supply of copies is exhausted and when copies are available 
from the Superintendent of Documents. 


The Commission solicits comments from interested members 
of the public concerning the usefulness of the Guide as a tool 
for broker-dealers in developing appropriate compliance 

programs, and the present format and contents of the Guide. 


| The comments should be filed on or before January 31, 

| 1975. The Comments should be addressed to the Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549 and should be referenced to File No. 4-177. All com- 
ments will be available for public inspection. 


By the Commission. 





George A. Fitzsimmons 


4 ) Secretary 





SECURITIES EXCHANGE ACT OF 1934 
| Release No. 11099/November 13, 1974 


The Securities and Exchange Commission announced pursuant 
to Sections 15(c)(5) and 19(a)(4) of the Securities Exchange 
Act of 1934 (“’Exchange Act’’) the temporary suspension of 
exchange and over-the-counter trading for a ten-day period 
commencing at 12:30 p.m. (EST) on November 13, 1974 

and terminating at midnight (EST) on November 22, 1974 

of all securities of the following issuers which have failed to 
file with the Commission the indicated reports: 


AERO RESOURCES, INC. located in El Segundo, California 
(10-K annual reports for fiscal years ending December 31, 
1972 and December 31, 1973; 10-O quarterly reports for 

+ | 1972, 1973 and 1974) (traded over-the-counter) ; 


/ 
| AVIEN, INC. located in Woodside, New York (10-K annual 
reports for fiscal years ended June 28, 1971, June 28, 1972, 
as June 28, 1973 and June 28, 1974) (listed AMEX); 


CAROLINA CARIBBEAN CORP. located in Banner-Elk, 
North Carolina (10-K annual report for fiscal year ended 
March 31, 1974 and 10-Q quarterly report for fiscal quar- 





| 
| a 
ay 
it Pe ended June 30, 1974) (traded over-the-counter) ; 

















































D. C. TRANSIT SYSTEM INC. located in Washington, D. C. 
(10-K annual report for fiscal year ended December 31, 
1973; 10-O quarterly reports for fiscal quarters ended 
March 31, 1974 and June 30, 1974) (listed Philadelphia- 
Baltimore-Washington). 


The Commission initiated the subject suspensions because 
the subject issuers failed to comply with the reporting pro- 
visions of the Exchange Act resulting in the lack of current 
and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should consider 
carefully the foregoing information along with all other 
currently available information and any information sub- 
sequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly com- 
plied with all of the provisions of said rule. If any broker 
or dealer has any questions as to whether or not he has 
complied with said rule, he should not enter any quotation 
but immediately contact the staff of the Securities and Ex- 
change Commission, Division of Enforcement in Washing- 
ton, D. C. If any broker or dealer is uncertain as to what 

is required by Rule 15c2-11, he should refrain from enter- 
ing quotations relating to the securities in question until 
such time as he has familiarized himself with said rule and 
is certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in violation 
of said rule, the Commission will consider the need for 
prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11100/November 14, 1974 


See Securities Act Release No. 5540/November 14, 1974. 
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Admin. Proc. File No. 3-4508 

In the Matter of 

MICRO COMPUTER CORPORATION 
(81-150) 


NOTICE OF APPLICATION AND OPPORTUNITY FOR 
HEARING 
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The Securities and Exchange Commission has issued a 
notice that Micro Computer Corporation (the ““Corpora- 
tion”) has filed an application pursuant to Section 12(h) 
of the Securities Exchange Act of 1934, as amended (the 
“ Act"), for an order exempting the Applicant from the 
registration provisions of Section 12(g) of the Act. 


Micro Computer is engaged in the computer leasing bus- 
iness. The Corporation contends that it met the total 
assets and number of equity security shareholders stand- 
ard sufficient to require registration under Section 12(g) 
at the end of fiscal year 1973 due to the fact that a prin- 
cipal loaned the Corporation over $1 million; that the funds 
were to be used in an acquisition or mreger which was 
never consummated; that the funds were returned since 
no acquisition was being contemplated; that the Corpor- 
ation was in the position of having assets exceeding $1 
million for a short period of time, on a transitory basis; 
and that under such conditions it would appear that it is 
not inconsistent in any way with the public interest or 
the protection of the investors to grant the exemption in 
this case. 


Notice was further given that any interested person not 
later than December 6, 1974 may submit to the Com- 
mission in writing his views or any substantial facts bear- 
ing on this application or the desirability of a hearing 
thereon. Any such communication or request should be 
addressed: Secretary, Securities and Exchange Commis- 
sion, 500 North Capitol Street, N. W., Washington, D. C. 
20549, and should state briefly the nature of the interest 
of the person submitting such information or requesting 
the hearing, the reason for such request, and the issues 
of fact and law raised by the application which he desires 
to controvert. 


At any time after said date, an order granting the applica- 
tion may be issued upon request or upon the Commission’s 
own motion. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11102/November 14, 1974 


DELEGATION OF AUTHORITY TO DIRECTOR OF 
DIVISION OF MARKET REGULATION TO DESIG- 
NATE CERTAIN BROKER-DEALER ACCOUNTS AS 
CONTROL LOCATIONS FOR THE PURPOSE OF 
RULE 15c3-3 


The Securities and Exchange Commission announced today 
the amendment of Section 200.30-3 of Chapter I! of Title 
17 of the Code of Federal Regulations. The amendment 
provides for the delegation of authority by the Commis- 
sion to the Director of the Division of Market Regulation 
to designate certain broker-dealer accounts, maintained 

to effect accommodation transfers or other similar pur- 
poses, as control locations for purposes of the possession 
and control requirements of Rule 15c3-3. 
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Rule 15c3-3 under the Securities Exchange Act of 1934 
requires that a broker-dealer shall obtain promptly and 
thereafter maintain physical possession or control of all 
fully paid and excess margin securities carried for the 
account of his customers and to take action within desig- 
nated time frames where possession or control has not 
been established. Paragraph (c) of Rule 15c3-3 specifies 
various locations which are deemed satisfactory control 
locations and subparagraph (c)(7) provides that control 
of customer securities has been established if securities 
are held in such locations as the Commission shall upon 
application from a broker or dealer find and designate to 
be ‘‘adequate for the protection of customer securities.” 


It is a common practice for broker-dealers to facilitate 
the transfer process for a purchasing broker-dealer by pro- 
viding for the transfer of securities which have been pur- 
chased and fully paid for by such purchasing broker- 
dealer. The selling broker-dealer retains accountability 
for such securities until they are returned from transfer 
and the securities are then promptly delivered to the pur- 
chasing broker-dealer. In the past, the purchasing broker- 
dealer could not look to the selling broker-dealer as a good 
control location for purposes of the possession or control 
requirements of Rule 15c3-3. 


The Commission believes, however, that the transfer ser- 
vices provided by accommodating broker-dealers are both 
useful and desirable to smaller broker-dealers not located 
in the major financial centers near transfer agents and 
that the practice ultimately benefits the customers of 
these firms. The Commission, therefore, has delegated to 
the Director of the Division of Market Regulation the 
authority to designate as control locations those accounts 
which are “‘adequate for the protection of customer securi- 
ties”. 


In this connection, the Division of Market Regulation sent 
the following letter to the National Association of Securi- 
ties Dealers establishing guidelines for applications for con- 
trol locations to be utilized for the purposes of accommo- 
dation transfers. These criteria are intended only to be 
guidelines and specific factual patterns may require devia- 
tion therefrom. 


July 15, 1974 


Mr. Douglas F. Parrillo 

Director - Regulatory Policy and Procedures 
National Association of Securities Dealers, Inc. 
1735 K Street, N. W. 

Washington, D. C. 20006 


Dear Mr. Parrillo: 


In your letter of August 20, 1973, you indicate that the 
Association has received numerous inquiries from its 
membership concerning the effect upon a firm’s net 
capital where advance payments are made for securities 
which the firm is failing to receive. You state that these 
situations frequently arise as a result of the practice by 
small broker-dealers of prepaying fail-to-receive contracts 
to facilitate the transfer process. You indicate that you 
understand that the Commission would consider a pre- 
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payment by a broker-dealer on a fail-to-receive created by a 


ggregate indebtedness pursuant to Rule 15c3-1 under the 
Securities Exchange Act of 1934. 


Posresat transaction as a contingent liability includable in 


With respect to the application of the provisions of Rule 

15c3-1 to such transactions, it is our view that such items 
should not be considered contingent liabilities but rather 
unsecured short positions which should be deducted by a 


broker-dealer pursuant to a computation under Rule 15c3-1. 


We recognize that the transfer service provided is useful and 
desirable to smaller broker-dealers not located in the major 
financial centers and that the practice ultimately benefits 
the customers of these firms. Therefore, we would recom- 
mend that no action be taken if a broker-dealer does not 
deduct such items as an unsecured short position pursuant 
toa computation of its net capital under Rule 15c3-1, 
where such items conform to the criteria set forth below. 


For the purposes set forth above, a broker-dealer who 
wishes to utilize the facilities of another broker-dealer for 
accommodation transfers shall obtain a statement from 
the broker-dealer effecting such transfers which shall pro- 
vide that accommodation transfers shall be carried by the 
carrying broker-dealer in an account designated as a 
“Special Custody Account for Accommodation Transfers 
for the Exclusive Benefit of Customers of (name of pur- 
chasing broker-dealer)’’ (the ““Account’’). The Account 
shall contain only the securities of customers of that par- 
ticular broker-dealer in transfer, or pending transfer. The 
broker or dealer carrying the Account shall not effect 
security transactions through such Account, its purpose 
eing exclusively for carrying securities being transferred 
or the customers of the purchasing broker-dealer. The 
broker-dealer carrying the Account shall agree that securi- 
ties carried in such Account shall be free of any charge, 
lien or claim of any kind in favor of such carrying broker- 
dealer. Additionally, the carrying broker-dealer shall 
undertake to comply fully with all aspects of Rule 15c3-3 
with respect to the Account. 


Finally, it is our view that the term customer set forth in 
ubparagraph (a)(1) of Rule 15c3-3 shall be deemed to in- 
clude a broker-dealer to the extent that such broker-dealer 


maintains with another broker-dealer an account desig- 
ated “Special Custody Account for Accommodation 
Transfers for the Exclusive Benefit of Customers of 
(Name of purchasing broker-dealer)”, which meets the 
criteria set forth above and if such criteria were complied 
with by the carrying broker-dealer, the Division would 
consider recommending to the Commission that such 
accounts be treated as control locations for purposes of 
Rule 15c3-3(c)(7) upon an appropriate application to 

the Commission by the carrying broker-dealer. 


Sincerely, 


Nelson S. Kibler 
Assistant Director 


Broker-Dealer Financial Responsibility and Securities 
Transations 


7 ‘"" tutory Basis 


>. — ‘ . 
The Commission acting pursuant to Sections 15(c)(3) 






















and 23(a) of the Securities Exchange Act of 1934, Sec- 
tion 6(c)(2)(C) (iii) of the Securities Investor Protection 
Act of 1970 and Section 1 of Public Law 87-592 hereby 
amends Section 200.30-3 of Chapter || of Title 17 of the 
Code of Federal Regulations by adding a new subpara- 
graph (11) to paragraph (a) thereunder, effective immedi- 
ately. 


Text of Amendment 


200.30-3 Delegation of authority to Director of Division 
of Market Regulation. 


(a) . * * 


(11) Pursuant to Rule 15c3-3 (240.15c3-3 of this chapter) 
to find and designate as a control location for purposes of 
Rule 15c3-3(c)(7) (240.15c3-3(c)(7) of this chapter) cer- 
tain broker-dealer accounts which are adequate for the 
protection of customers’ securities. 


By the Commission. 


George A. Fitzsimmons 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11103/November 14, 1974 


A notice has been issued giving interested persons until 
November 27 to request a hearing on an application of 

the Pacific Stock Exchange, Inc. for unlisted trading 
privileges in the common stock of the following companies: 


American Electric Power Company, Inc. 
American Home Products Corporation 
Beatrice Foods Company 

Chase Manhattan Corporation 

Coastal States Gas Corporation 
Colgate-Palmolive Company 

Duke Power Company 

Houston Lighting & Power Company 
Howard Johnson Company 

The Louisiana Land and Exploration Company 
Manufacturers Hanover Corporation 

J. P. Morgan & Co., Incorporation 
Philadelphia Electric Company 

Public Service Electric and Gas Company 
Virginia Electric and Power Company 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11104/November 14, 1974 


SEC DOCKET/475 










Admin. Proc. File No. 3-4488 





willfully violated Section 15(b) of the Exchange Act and 

Rule 15b3-1 thereunder by failing to file promptly an 

in the Matter of amendment to its broker-dealer registration application to 
reflect changes in its officers. 

JACK MINGO & CO., INC. 

2321 P Street In view of the foregoing, it is in the public interest to im- 

Sacramento, California pose the sanctions specified in the offer of settlement. 





















































(8-16327) Accordingly, IT 1S ORDERED that the registration as a 

broker and dealer of Jack Mingo & Co., Inc. be, and it 
JACK MINGO, SR. hereby is, revoked; and that Jack Mingo, Sr. be, and he 

hereby is, barred from association with any broker or 
FINDINGS AND ORDER IMPOSING REMEDIAL dealer with the proviso that, after one year, he may apply 
SANCTIONS to become so associated in a non-supervisory capacity, 

upon a showing to the Commission that he will be ade- 
In these broker-dealer proceedings under the Securities quately supervised. 
Exchange Act, Jack Mingo & Co., Inc. ("registrant’’), a Su 
registered broker-dealer, and Jack Mingo, Sr., the firm’s For the Commission, by the Office of Opinions and Review int 
president and sole shareholder, have submitted an offer pursuant to delegated authority. CL 
of settlement which the Commission has determined to int 
accept. Solely for the purpose of these and any other George A. Fitzsimmons era 
proceedings under specified provisions of the Exchange Secretary eas 
Act, and without admitting or denying the allegations in the 
the order for proceedings, respondents consent to find- for 
ings of misconduct as alleged in that order and to the 2. 


impositon of specified sanctions. 











CL 
On the basis of the order for proceedings and the offer qu 
of settlement, it is found that: sai 
: | HOLDING COMPANY ACT cl 
1. During the period from about January 1 to November ea 
15, 1973, registrant, willfully aided and abetted by Min- 4 O\ 
go, willfully violated Section 15(c)(3) of the Exchange \h d 
Act and Rules 15c3-1 and 15c3-3(e) thereunder in that PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 Sit 
it effected transactions when its aggregate indebtedness Release No. 18647/November 7. 1974 | fui 
exceeded 2,000 percent of its net capital and it did not ‘ all 
have and maintain net capital of at least $5,000 prior to In the Matter of pl 
July 1973 and $15,000 thereafter, and failed to compute Ec 
the amount of customers’ free credit balances and estab- THE CONNECTICUT LIGHT AND POWER Company | 
lish a special reserve bank account for the deposit of such Berlin. Connecticut tie 
balances. ‘ | a 
(70-5560) de 
2. During the same period, registrant, willfully aided and Cl 
abetted by Mingo, willfully violated Section 15(c)(1) of ORDER AUTHORIZING ACQUISTION OF UTILITY th 
the Exchange Act and Rule 15c1-4 thereunder in that, in ASSETS 
certain transactions, it failed to send confirmations to Ec 
customers disclosing the capacity in which it was acting, The Connecticut Light and Power Company (““CL&P”), wi 
and, in other transactions, sent confirmations falsely stating an electric utility subsidiary company of Northeast Utilities mi 
that it was acting as a broker when in fact it was acting a registered holding company, has filed with this Commis | 
as a dealer. sion an application and an amendment thereto pursuant to ap 
; : Sections 9(a) and 10 of the Public Utility Holding Company cl 
3. During the same period, registrant, willfully aided and Act of 1934 (“Act”) regarding the foilowing proposed to 
abetted by Mingo, willfuily violated Section 17(a) of the transaction. el 
Exchange Act and Rules 17a-3, 17a-4, 17a-5 and 17a-11 sh 
thereunder in that it failed to make accurately, keep cur- CL&P, Boston Edison Company (“Edison”), Central ec 
rent, and preserve certain books and records; filed a Maine Power Company, Central Vermont Public Service 0 
false and misleading financial report for 1972 which mis- Corporation, Fitchburg Gas and Electric Light Company, ce 
stated its bank balance; failed to give the Commission Montaup Electric Company, New Bedford Gas and Edison fu 
telegraphic notice of its net capital and recordkeeping de- Light Company, New England Power Company, Public ti 
ficiencies; and failed to file required financial reports and Service Company of New Hampshire, The United Iilumin- | O 
a report as to the steps being taken to correct its record- ating Company, and Western Massachusetts Electric Com- “i 


keeping situation. pany (“WMECO”) (collectively, the ‘““Owners”) intend to 


construct, own, and operate as tenants in common a nu- 
clear generating unit, known as Pilgrim Unit No. 2 (“Unit 
No. 2”), to be constructed on approximately 3 acres (the 


4. During the period from about January 1972 to April 
25, 1974, registrant, willfully aided and abetted by Mingo, 
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1. “Unit No. 2 Site’) of the 517 acres of land (the “Pilgrim 
Gi] | on in Plymouth, Massachusetts, on which Edison is 

presently operating another nuclear generating unit known 
as Pilgrim Unit No. 1. Unit No. 2, scheduled for commer- 
cial operation in August 1980, is expected to have a net 
generating capacity of 1,180,000 kw and has an estimated 
cost, including associated transmission costs but excluding 
the cost of nuclear fuel and interest during construction, 
of $570,000,000. Pursuant to an Agreement for Joint 
Ownership, Construction and Operation of Pilgrim Unit No. 
2dated October 13, 1972 (““Agreement’’), CL&P has 
agreed to own an 8.61% interest as tenant in common in 
the Unit No. 2 Site and in Unit No. 2 and its associated 
facilities, and to share its costs and take its electrical out- 
put in the same 8.61 percentage. 





Subject to possible minor variations, Edison will have a 60% 
interest in Unit No. 2, WMECO, an associate company of 
CL&P, a 4.63% interest, and the remaining Owners will have 


erally, CL&P and the other Owners will also be granted such 
easements, licenses, rights, and permissions with respect to 

| the 517 acre Pilgrim Site as may be reasonably required 

for the construction, operation, or maintenance of Unit No. 
2. 


CLUP proposes and requests Commission approval to ac- 
quire from Edison for cash on or about November 1, 1974, 
said 8.61% ownership interest in the Unit No. 2 Site, in- 
cluding certain site improvements, and the aforementioned 
’ easements, licenses, rights, and permissions. All of the 

| ee payments are together intended to reimburse 

\p 





dison for that portion of the total cost of the Pilgrim 
Site (including site development costs, an allowance for 
| funds used during construction, and local taxes) which is 
allocable to Unit No. 2. If the transfer were to have taken 
place on August 15, 1974, CL&P’s estimated payment to 
Edison for the purchase of its 8.61% interest in the Unit 
| No. 2 Site, Pilgrim Site development, and common facili- 
ties would have been approximately $1,600,000 ($100,- 
| 000 for the Unit No. 2 Site, $300,000 for Pilgrim Site 
development, and $1,200,000 for common facilities). 
CL&P’s payment will be made from funds obtained 
through short-term borrowings. 


Edison will act as the agent for the Owners in all matters 
with respect to the design, construction, operation, and 
maintenance of Unit No. 2 and its associated facilities, 
including purct asing and maintaining the nuclear fuel at 
appropriate levels. After Unit No. 2 goes into operation, 
CL&P and each wner will own and have available 
to it that amount of the generating capacity and net 
electrical output of Unit No. 2 corresponding to its owner- 
ship percentage. All costs and expenses, direct and indir- 
ect, in connection with Unit No. 2 will be shared by the 
Owners in proportion to their ownership percentages; ex- 
cept that the cost of capital, including an allowance for 
funds used during construction, depreciation or amortiza- 
tion, and certain taxes will be borne by each Owner. The 
Owners will reimburse Edison for all costs incurred by it 


in carrying out its functions under the Agreement. 
} 


i No State commission and no Federal commission, other 
\ than this Commission, has jurisdiction over the proposed 
transaction. 








interests ranging in amounts between 0.19% and 9.97%. Gen- 


Due notice of the filing of said application has been given in 
the manner prescribed in Rule 23 promulgated under the Act 
(Holding Company Act Release No. 18598), and no hearing 
has been requested of or ordered by the Commission. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and rules thereunder 
are satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the inter- 
est of investors and consumers that said application, as 
amended, be granted: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application, as 
amended, be, and it hereby is, granted, effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTIEITY HOLDING COMPANY ACT OF 1934 
Release No. 18648/November 11, 1974 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


(70-5563) 


ORDER AUTHORIZING PROPOSED ISSUE AND SALE 
OF DEBENTURES AT COMPETITIVE BIDDING 


The Columbia Gas System, Inc. (“Columbia’’), a registered 
holding company, has filed a declaration, and amendments 
thereto, with this Commission pursuant to Sections 6(a) and 
7 of the Public Utility Holding Company Act of 1935 
(“Act’’) and Rule 50 promulgated thereunder regarding the 
following proposed transaction. 


Columbia proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act, 

up to $75,000,000 principal amount of % deben- 
tures, bearing a maturity date of November 1, 1989. The 
interest rate of the debentures (which shall be a multiple of 
1/8 of 1%) and the price, exclusive of accrued interest, to 
be paid to Columbia (which shall be not less than 98-1/2% 
nor more than 101-1/2 of the principal amount thereof), 
will be determined by the compettive bidding. The deben- 
tures will be issued under an Indenture between Columbia 
and Morgan Guaranty Trust Company of New York, Trustee, 
dated as of June 1, 1961, as heretofore supplemented by 
various indentures and as to be further supplemented by 

a Twenty-Third Suppiemental Indenture to be dated as of 
November 1, 1974. 


The supplemental indenture will prohibit redemption of 


SEC DOCKET/477 





any of the debentures prior to November 1, 1979, directly 
or indirectly, with borrowed funds, or in anticipation of 
funds to be borrowed, having an effective annual interest 
cost to Columbia of less than the effective annual interest 
cost of the debentures. A sinking fund will be provided 
for retirement of 90% of the debentures at or prior to 
maturity through annual payments of $7,500,000 begin- 
ning in 1980. 


The net proceeds from the sale of the debentures will be 
added to the general funds of Columbia and, together 
with other funds then available and funds thereafter to be 
generating from operations, will be used by Columbia to 
finance, among other things, the deferred portion of the 
1974 capital expenditures program and part of the 1975 
capital expenditures program of Columbia’s subsidiary 
companies, which involves expenditures of approximately 
$450,000,000. The capital expenditures program involves 
additions and improvements to the properties of the 
Columbia system necessary to explore for, produce, re- 
ceive, transport, store, and distribute the quantities of 
gas required by the system’s customers. Columbia esti- 
mates that additional long-term financing of up to $120,- 


000,000 may be required in 1975 to complete this program. 


Such additional financing, to the extent necessary, will be 
the subject of future filings with this Commission. 


It is stated that no State commission and no Federal com- 
mission, other than this Commission, has jurisdiction 

over the proposed transaction. The fees, commissions, and 
expenses related to the proposed transaction will aggre- 
gate $240,975, which includes accountants’ fees of 
$48,000, legal fees of $15,000, and a trustee's fee of 
$20,625. Additional attorneys’ fees, to be paid by the 
successful bidders, will total $16,500. 


Due notice of the filing of said declaration, as amended, 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (Holding Company Act Release 
No. 18603), and no hearing has been requested of or order- 
ed by the Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable standards of 
the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate 

in the public interest and in the interest of investors and 
consumers that said declaration, as amended, be permitted 
to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, as 
amended, be, and it hereby is, permitted to become effec- 
tive forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 18649/November 11, 1974 m | Nat 
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In the Matter of 


Sup 
NATIONAL FUEL GAS COMPANY Cor 
30 Rockefeller Plaza aa 
New York, New York 10020 cca 
NATIONAL FUEL GAS DISTRIBUTION CORPORATION i 
10 Lafayette Square 
Buffalo, New York 14203 me 
NATIONAL FUEL GAS SUPPLY CORPORATION _ 
THE SYLVANIA CORPORATION — 
308 Seneca Street a 
Oil City, Pennsylvania 16301 = 
(70-5531) Sup 

pro 
NOTICE OF POST-EFFECTIVE AMENDMENT REGARD gas 
ING ISSUE AND SALE OF NOTES TO A BANK BY tory 
HOLDING COMPANY AND ISSUE AND SALE OF sHorT-|  *™ 
TERM NOTES TO A BANK AND HOLDING COMPANY se 
BY SUBSIDIARY COMPANIES - 
NOTICE IS HEREBY GIVEN that National Fuel Gas Com. ms 


pany (“National’’), a registered holding company, and 


three of its subsidiary companies, National Fuel Gas Dis- 
tribution Corporation (‘‘Distribution Corporation’’), Na- a 


tional Fuel Gas Supply Corporation (“Supply Corporation” 
and The Sylvania Corporation (‘Sylvania’), have filed with 
this Commission a post-effective amendment to the applica it 
tion-declaration in this proceeding pursuant to Sections 6(a\yi ou 
6(b), 7, 9(a), and 10 of the Public Utility Holding Company aes 
Act of 1935 (“‘Act”’) regarding the following proposed V2 


stor 





transactions. All interested persons are referred to the 82,( 
amended application-declaration, which is summarized Nev 
below, for a complete statement of the proposed transac- aggr 
tions. —_ 

will 


By orders in this proceeding dated Spetember 4, 1974, and date 
September 30, 1974 (HCAR Nos. 18552 and 18583), the ~~ 





Commission authorized the issuance and sale of debentures will 
notes to banks, and commercial paper as well as certain _ 
intrasystem financing. It is now proposed that National issue the 
and sell through December 31, 1975, additional short-term —- 
notes to The Chase National Bank, N.A. (‘‘Chase’’) in an Th 

aggregate amount not to exceed $3,500,000 at any one time ° 
outstanding. Each of said proposed unsecured, short-term the 
notes to Chase will be dated as of the dat-eof issue, will ma Bes 
ture not later than nine months from the date thereof, will ree 
be prepayable at any time, in whole or in part, without pen- men 
alty or premium, and will bear interest at the prime com- ; 
mercial rate of interest in effect from time to time at Chase. NO 
National has informally agreed with Chase to maintain aver- may 
age balances of 20% of the average loans outstanding; how- rr 
ever, the average balances maintained for normal operating “A 
needs are substantially in excess of this amount. Assuming 
an average balance of 20% was required, the effective cost oe 

of money, based on an 11-1/4% prime rate, would be 14.06% ne 


It is stated that National tentatively proposes to repay its 

commercial paper and short-term notes to Chase through 

moneys from internal sources, as well as from financing to 
be done sometime in 1975. 








National proposes to use the proceeds from the sale to 
hase of the additional $3,500,000 of unsecured short-term 
otes to acquire for cash short-term unsecured notes from 

Supply Corporation and Sylvania. Such notes of Supply 

Corporation will not exceed an aggregate of $2,000,000 

at any One time outstanding, and such notes of Sylvania 

will not exceed an aggregate of $1,500,000 outstanding 

at any One time. Each note will be dated the same date 

and bear the same effective interest rate as the related 

short-term note of National and will mature within nine 

months from its date of issue, with interest payable quar- 
terly until the principal amount is paid in full. Supply Cor- 
poration and Sylvania will each have the option, after pay- 
ment of all notes of prior maturity, to repay any note at 
any time or from time to time, in whole or in part, with- 
out premium. 





Supply Corporation proposes to use the $2,000,000 of 
proceeds from its notes to National to finance the cost of 
gas purchased and stored underground for current inven- 
tory. Such notes will be repaid within nine months as gas 
is withdrawn from storage and sold. Sylvania proposes to 
use $1,500,000 of the proceeds from its notes to National 
to finance the cost of gas stored in its East Independence 
underground storage area. Permanent financing will be 
made in 1975 by Sylvania for that portion of the amount 
borrowed from National applicable to the base gas pur- 
chased for the underground storage area, and, to the ex- 
tent that stored gas is used for current inventory, the 
borrowings will be reduced as the gas is withdrawn from 
storage and sold. 


7 


{ I 
Ki) is further proposed that Distribution Corporation in- 
; Werease its short-term unsecured notes to banks from 
$12,000,000 to $14,000,000 by issuing an additional 
$2,000,000 of notes to Marine Midland Bank of Buffalo, 
New York. The proceeds will be used to purchase up to an 
aggregate amount not to exceed $2,000,000 of synthetic 
natural gas. Each note will be dated as of the date of issue, 
will mature not later than nine months from the respective 
dates, will bear interest at the prime commercial rate of 
interest in effect from time to time at the lending bank, 
will be prepayable at any time, in whole or in part, with- 
out penalty or premium, and will be repaid at the end of 
, | the winter cycle with funds from operations. There is no 
compensating-balance requirement. 





The fees and expenses to be incurred in connection with 
the transactions proposed in the post-effective amendment 
} are estimated at $2,150. It is stated that no State com- 


mission and no Federal commission, other than this Commis- 


: sion, has jurisdiction over the proposed transactions. 


, NOTICE IS FURTHER GIVEN that any interested person 
. may, not later than December 3, 1974, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the issues 
of fact or law raised by said post-effective amendment to 
the application-declaration which he desires to controvert; 
or he may request that he be notified if the Commission 
should order a hearing thereon. Any such request should 
5 _ be addressed: Secretary, Securities and Exchange Com- 
4 a Washington, D. C. 20549. A copy of such request 
Sshould be served personally or by mail (air mail if the 
person being served is located more than 500 miles from 


the point of mailing) upon the applicants-declarants at 

the above-stated addresses, and proof of service (by affida- 
vit or, in case of an attorney at law, by certificate) should 
be filed with the request. At any time after said date, the 
application-declaration, as amended or as it may be further 
amended, may be granted and permitted to become effec- 
tive as provided in Rule 23 of the General Rules and Regu- 
lation promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the 

date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18650/November 11, 1974 


In the Matter of 


DELMARVA POWER & LIGHT COMPANY 
800 King Street 
Wilmington, Delaware 19899 


(70-5571) 


NOTICE OF PROPOSED ISSUE AND SALE OF SHORT- 
TERM NOTES TO BANKS AND/OR COMMERCIAL 
PAPER TO A DEALER IN COMMERCIAL PAPER AND 
EXCEPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Delmarva Power & Light 
Company (‘Delmarva’), a registered holding company and 

a public-utility company, has filed an application with this 
Commission pursuant to the Public Utility Holding Company 
Act of 1935 (“Act”), designating Sections 6(a), 6(b), and 7 
of the Act and Rule 50(a)(2) and 50(a)(5)(C) promulgated 
thereunder as applicable to the proposed transactions. All 
interested persons are referred to the declaration, which is 
summarized below, for a complete statement of the proposed 
transactions. 


Delmarva proposes to issue from time to time until June 30, 
1976, short-term securities in an aggregate principal amount 
not to exceed $125,000,000 outstanding at any one time. 
The company requests that for a period ending on June 30, 
1976, the exemption from the provisions of Section 6(a) of 
the Act afforded to it by the first sentence of Section 6(b) 
thereof, relating to the sale of short-term notes, be increased 
so as to permit the issuance and sale of said $125,000,000 
of short-term securities. On April 17, 1973, Delmarva, at its 
annual meeting of stockholders, obtained the consent of the 
holders of preferred stock and common stock, voting separately 


SEC DOCKET/479 








as Classes, to amend its Certificate of Incorporation to 
liberalize the unsecured debt limitation to permit issuance, 
without further consent of preferred stockholders, of up 
to 20% of capitalization as long as no more than 10% of 
such indebtedness has maturities of less than ten years. At 
the same meeting, the company obtained the consent of 
preferred stockholders to waive the 10% limitation on in- 
debtedness with maturities of less than ten years, provided 
the total unsecured debt does not exceed 20% of capitali- 
zation. 


The proposed securities will be in the form of short-term 
notes issued to banks or commercial paper issued to a deal- 
er in such securities. The notes to banks will be limited to 
an aggregate of $100,000,000 outstanding at any one time. 
The commercial paper will be limited only to the extent 
that, when added to short-term notes to banks actually 
outstanding on the date of issuance, the total will not ex- 
ceed the $125,000,000 of proposed borrowings. The pro- 
ceeds of the proposed bank notes and commercial paper 
will be used to finance part of Delmarva’s 1975 and 1976 
construction program of about $253,000,000, including 
an allowance for funds used during construction of 
$18,611,000. Delmarva intends to repay such borrowings 
from the net proceeds of the sale of first mortgage bonds 
and/or equity securities prior to June 30, 1976. 


The bank notes will be unsecured, will! bear interest at the 
prime rate in effect at the lending bank on the date of 
issue and adjusted from time to time as required by the 
bank, and will be prepayable at any time without pre- 
mium or penalty except that the company may not pre- 
pay any note in whole or in part from the proceeds of 
any subsequent bank loan at a lower rate of interest. 

The notes will mature not more than 270 days from the 
date of issue and in any event not later than June 30, 
1976. The purpose of the bank lines of credit is to es- 
tablish an alternative source of credit to bank up the 
company’s commercial paper. Delmarva expects to bor- 
row from the following banks up to the maximum amount 
listed: 


Wilmington Trust Company, 


Wilmington, Delaware $ 5,500,000* 
Bank of Delaware, 

Wilmington, Delaware 3,800,000* 
Farmers Bank of the State of Delaware, 

Wilmington, Delaware 3,000,000* 
Delaware Trust Company, 

Wilmington, Delaware 2,000,000* 
First National Bank of Baltimore, 

Salisbury and Baltimore, Maryland 8,050,000* 
Irving Trust Company, 

New York, New York 10,000,000 
Manufacturers Hanover Trust Company, 

New York, New York 14,750,000 
Bankers Trust Company, 

New York, New York 5,000,000 
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Chemical Bank, Iti 
New York, New York $ 5,000,000 | 6: 
h 
The Fidelity Bank, of 
Philadelphia, Pennsylvania 2,000,000 rat 
wh 
First National Bank of South Jersey, 201 
Pleasantville, New Jersey 1,000,000 pre 
Continental Illinois National Bank De 
and Trust Company of Chicago, req 
Chicago, IIlinois 2,250,000 its 
eae $62,350,000 we 
tio’ 

Delmarva will be required to maintain balances in the | 
above banks to the extent of 10% of unused bank lines Th 
and 20% of such lines when in use. Substantially all of | pre 
the balance requirements for those lines marked with an leg 
asterisk above wil! be provided through operating balances f mis 
which are part of the company’s normal operating funds. mis 

If all of the necessary balances were maintained solely to 
satisfy compensating balance requirements, the effective NC 
interest cost on such bank lines of credit when fully ma 
utilized, assuming an 11%2% prime rate, would be 14.38%. | . 

| 0 

No firm arrangements have been made for the remaining | of | 
$37,650,000 of bank lines required by Delmarva. The | to 
company expects to arrange $20,000,000 in bank lines with | the 
foreign banks (Eurodollar Market) and/or with United States | ‘4 
branches of foreign banks. The company also is continuing | _ 
of : 


U 


bank lines from domestic United States banks under the 
same terms as above. Terms with respect to lines arranged 
in the Eurodollar Market are expected to be at the rate of 
1/2 of 1% on unused lines and 1%% over the London Inter- 
Bank Offer Rate (LIBOR) on lines in use. Assuming that 
the entire $20,000,000 of Eurodollar lines were in use and 
that the LIBOR rate were 10%, the effective interest cost 
for such lines would be 11%%. The names of the banks to 
which the remaining $37,650,000 of notes will be issued 
will be filed by post-effective amendment, and such notes 
will not be issued until the Commission has issued a sup- } 
plemental order hereto. 


its efforts to obtain the reamining $17,650,000 of required i 


Delmarva also proposes to issue and sell, from time to time 
to mature not later than June 30, 1976, commercial paper 
in the form of short-term promissory notes to an investment 
banker and dealer in commercial paper, A. G. Becker & Co., 
Incorporated (“‘dealer’’), of up to $125,000,000 face amount | 
to be outstanding at any one time. The total amount of 
commercial paper and bank loans outstanding at any one 
time will not exceed $125,000,000. The commercial paper 
notes will be of varying maturities, with no such notes 
maturing more than 270 days after the date of issue. Such 
notes, in denominations of not less than $50,000 and not 
more than $1,000,000, will be issued and sold by Delmarva 
directly to the dealer at a discount which will not be in ex- 
cess of the discount rate per annum prevailing at the date 

of issuance for commercial paper of comparable quality and 
of like maturity sold by issuers thereof to commercial paper 
dealers. The application states that no commercial paper 
notes will be issued having a maturity of more than 90 days § 
at an effective interest cost which exceeds that at which 
Delmarva could borrow from banks. 
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It is stated that no commission or fee will be payable in con- 
ection with the issue and sale of the commercial paper notes. 
6: dealer, as principal, will reoffer such notes at a discount 
of 1/8 of 1% per annum less than the prevailing discount 
rate to Delmarva. The notes will be reoffered in a manner 
which will not constitute a public offering to no more than 
200 identified and designated customers in a list (nonpublic) 
prepared in advance by the dealer. 


Delmarva requests exception from the competitive bidding 
requirements of Rule 50 for the proposed issue and sale of 
its commercial paper pursuant to paragraphs (a)(2) and (a) 
(5) thereof. Delmarva also requests authority to file certifi- 
cates under Rule 24 with respect to the proposed transac- 
tions within 30 days after the end of each calendar quarter. 


The application states that fees and expenses related to the 
proposed tranactions are estimated at $30,000, including 
legal fees of $2,000. It is further stated that no State com- 
mission and no Federal commission, other than this Com- 
mission, has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 5, 1974, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the issues 
of fact or law raised by said application which he desires 
to controvert; or he may request that he be notified if 

the Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy 


| of such request should be served personally or by mail 
a mail if the person being served is located more than 500 


iles from the point of mailing) upon the applicant at the 
above-stated address, and proof of service (by affidavit or, 
in case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the application 
as filed or as it may be amended, may be granted as pro- 
vided in Rule 23 of the General Rules and Regulations pro- 
mulgated under the Act, or the Commission may grant ex- 
emption from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appropri- 
ate. Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices or orders issued 
in this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18651/November 11, 1974 


In the Matter of 


PHILADELPHIA ELECTRIC POWER COMPANY 
301 Market Street 
Philadelphia, Pennsylvania 19°01 



































(70-5573) 


NOTICE OF PROPOSED SALE OF COMMON STOCK TO 
HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that Philadelphia Electric 
Power Company (“PEPCo”), a registered holding company 
and a public-utility subsidiary company of Philadelphia Elec- 
tric Company (“PECo’’), an exempt holding company, has 
filed a declaration and an amendment thereto with this 
Commission pursuant to the Public Utility Holding Company 
Act of 1935 (“Act”), designating Sections 6(a) and 7 of the 
Act and Rules 43 and 50(a)(1) promulgated thereunder as 
applicable to the proposed transaction. All interested per- 
sons are referred to the declaration, which is summarized 
below, for a complete statement of the proposed transaction. 


PEPCo proposes to issue and sell to PECo, its sole common 
stockholder, 200,000 additional shares of its common stock, 
par value $25 per share, for a total consideration of 
$5,000,000. The proceeds from the sale of the common 
stock are to be used to (1) liquidate $4,400,000 of out- 
standing bank loans, (2) provide working capital, and (3) 

to meet sinking fund obligations. As of September 30, 1974, 
PEPCo had outstanding bank loans totalling $4,400,000. 


It is stated that the sale of the common stock is excepted 
from the competitive bidding requirements of Rule 50 pur- 
suant to subsection (a)(1) thereof in that the stock will be 
sold pro rata to the only existing common stockholder of 
PEPCo pursuant to preemptive rights in PECo. 


The declaration states that the Pennsylvania Public Utilities 
Commission and the Federal Power Commission have juris- 
diction over certain aspects of the proposed transaction 

and that no other state or federal commission, other than 

this Commission, has jurisdiction over the proposed transaction. 
Fees and expenses to be incurred in connection with the pro- 
posed transaction are estimated at $2,650. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 5, 1974, request in writing 
that a hearing be held on such matter, stating the nature 

of his interest, the reasons for such request, and the issues 
of fact or law raised by said declaration which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail (air 
mail if the person being served is located more than 500 
miles from the point of mailing) upon the declarant at the 
above-stated address, and proof of service (by affidavit or, 
in case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the declaration, 
as amended, or as it may be further maended, may be per- 
mitted to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who re- 
quest a hearing or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any post- 
ponements thereof. 
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For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18652/November 12, 1974 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Wilmington, Delaware 19899 


CENTRAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 78403 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 74102 


SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 71102 


TRANSOK PIPE LINE COMPANY 
Tulsa, Oklahoma 74101 


WEST TEXAS UTILITIES COMPANY 
Abilene, Texas 79604 


(70-5392) 


ORDER AUTHORIZING PROPOSED INCREASE IN 
MAXIMUM LOANS TO SUBSIDIARY BY HOLDING 
COMPANY 


Central and South West Corporation (‘“Central”’), a regis- 
tered holding company, and five of its public-utility subsi- 
diary companies, Central Power and Light Company 
(“CP&L‘’), Public Service Company of Oklahoma (‘‘Public 
Service’’), 
western’’), West Texas Utilities Company (‘West Texas’’), 
and Transok Pipe Line Company (‘‘Transok”’) (collectively 
referred to as “subsidiaries’’), have filed a post-effective 
amendment to the application-declaration previously filed 
in this proceeding with this Commission pursuant to Sec- 
tions 6(a), 6(b), 7, 9(a), 10, 12(b) and 12(f) of the Public 
Utility Holding Company Act of 1935 (““Act’’), and Rules 
43 and 45 promulgated thereunder regarding the following 
proposed transactions. 


By order dated November 1, 1973 (Holding Company Act 
Release No. 18151) in this proceeding, Central was auth- 
orized (i) to sell, prior to July 1, 1975, commercial paper 
in an aggregate principal amount of up to $90,000,000 
(ii) to borrow from banks up to $50,000,000 in principal 
amount outstanding and (iii) to make certain loans to sub- 
sidiaries of Central up to a maximum amount specified 
for each subsidiary. In the case of Transok, the maximum 
amount of the authorized advances was $15,000,000. 
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Southwestern Electric Power Company (‘’South- 





Applicants-declarants have now filed a post-effective 
amendment in this proceeding requesting that the maximun 
amount of loans to Transok be increased by $10,000,000 t 

a total of $25,000,000. It is stated that the increase is neces- 
sary to enable Transok to meet construction expenditures 
for the remaining months of 1974 and the first half of 1975, 
Transok’s construction expenditures for the last quarter of 
1974 and the first half of 1975 are estimated to total $14,632 
000, said expenditures to be incurred for transmission lines, 
gathering lines and compressing and dehydration facilities. It 
is further stated that Transok intends to retire its short-term 
debt to Central through the issuance of common stock to its 
parent, Public Service, through the sale of additional securi- 
ties during the first half of 1975, and through internal 
sources. 








At September 30, 1974, Transok had $7,460,000 in outstand 
ing borrowings from Central. This amount is expected to in- | 
crease to the present $15,000,000 limit by mid-November, 
1974. Additional needs of Transok are projected to a total } 
amount of outstanding borrowings of $24,265,000 by June 
30, 1975. 


Due notice of the filing of said post-effective amendment to 
the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (Holding 
Company Act Release No. 18613), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicabi: 
standards of the Act and the rules thereunder are satisfied anc 
that no adverse findings are necessary; and that it is appropri- 
ate in the public interest and in the interest of investors and 
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consumers that said application-declaration, as further ameg { \ 


ed by said post-efiective amendment be granted and permité 
to become effective: 

| 
IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declaration 
as further amended by said post-effective amendment be, and 
it hereby is, granted and permitted to become effective forth: 
with, subject to the terms and conditions prescribed in Rule | 
24 promulgated under the Act, except that the notification 
certificates under said rule are to be filed within 30 days after 
the end of each calendar quarter. | 


For the Commission, by the Division of Corporate Regulator 


pursuant to delegated authority. 


George A. Fitzsimmons } 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18653/November 12, 1974 


| 
In the Matter of 









PANS 


In C 
exp 
mal 
pric 
tote 


It is 
Vir 
gini 
trar 
fede 
dict 
to t 


are 


NO’ 
ma 
that 
acti 
sucl 
dec! 
that 
ther 
Sect 
205 
orb 
mor 
cl 






























e 


IS 
cab 
an 
pri 


1d 
x 
itt 


f 

ytion 
and 
rth: 


” 
| 
| 
| 


sle | 
on 
after } 


atior 

















APPALACHIAN POWER COMPANY 
Franklin Road 
anoke, Virginia 24009 


CEDAR COAL COMPANY 
1220 Charleston National Plaza 
Charleston, West Virginia 25301 


(70-5574) 


NOTICE OF PROPOSED CAPITAL CONTRIBUTIONS 
FROM HOLDING COMPANY TO SUBSIDIARY COAL 
COMPANY 


NOTICE IS HEREBY GIVEN that Appalachian Power 
Company (“Appalachian”), an electric utility subsidiary 
company of American Electric Power Company, a regis- 
tered holding company, and Cedar Coal Company (’’Ce- 
dar”), a coal mining subsidiary company of Appalachian, 
have filed a declaration with this Commission designating 
Section 12 of the Public Utility Hodling Company Act of 
1934 as applicable to the proposed transactions. All in- 
terested persons are referred to the declaration, which is 
summarized below, for a complete statement of the pro- 
posed transactions. 


It is stated that Cedar is engaged in the mining, delivery 
and sale of coal to Appalachian. The current capacity of 
Cedar’s operations is approximately 1,000,000 tons per 
year, substantially all of which is delivered and used by 
Appalachian. It is proposed to expand the capacity of the 
q:" operation to approximately 2,200,000 tons per 


\ 


ar by the end of 1975. The estimated cost of such ex- 
pansion is stated to be approximately $10,000,000. 


In order to provide the funds to finance the proposed 
expansion of Cedar operations, Appalachian proposes to 
make, and Cedar proposes to receive, from time to time, 
prior to December 31, 1975, capital contributions in a 
total aggregate amount of $10,000,000. 


It is stated that the State Corporation Commission of 
Virginia and the Public Service Commission of West Fir- 
ginia have jurisdiction over certain aspects of the proposed 
transactions and that no other state commission, and no 
federal commission, other than this Commission, has juris- 
diction over the proposed transactions. Fees and expenses 
to be incurred in connection with the proposed transactions 
are estimated not to exceed $1,000. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 6, 1974, request in writing 
that a hearing be held with respect to the proposed trans- 
actions, stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may request 
that he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served personally 
or by mail (air mail if the person being served is located 

more than 500 miles from the point of mailing) upon the 


bi eigen at the above-stated addresses, and proof of 


tvice (by affidavit or, in case of an attorney at law, by 





certificate) should be filed with the request. At any time after 
said date, the declaration, as filed or as it may be amended, may 
be permitted to become effective as provided in Rule 23 of 

the General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such rules 

as provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a hear- 
ing or advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18654/November 13, 1974 


In the Matter of 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 26554 


(70-5562) 


ORDER AUTHORIZING ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


Monongahela Power Company (‘‘Monongahela’’), an elec- 
tric utility s: bsidiary company of Allegheny Power System, 
Inc., a registered holding company, has filed a declaration 
and amendments thereto with this Commission pursuant to 
Sections 6(a) and 7 of the Public Utility Holding Company 
Act of 1935 (“Act’’) and Rule 50 promulgated thereunder 
regarding the following proposed transaction. 


Monongahela proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act, up 
to $25,000,000 principal amount of First Mortgage Bonds in 
one or more series, each such series to have a single maturity 
of not less than five and not more than thirty years from 
the first day of the month in which the Bonds will be sold. 
The interest rate (which shall be a multiple of 1/8 of 1%), 
and the price to be paid to Monongahela (which shall be not 
less than 100% unless Monongahela shall have authorized a 
lower percentage (not less than 99%) and shall not exceed 
102.75% of the principal amount of the Bonds in each case) 
will be determined by competitive bidding. 


The proceeds of the sale of the Bonds, together with other 
funds which may become available to Monongahela, are 
proposed to be used to pay for, or repay short-term loans 
incurred for, Monongahela’s construction program and, to 
invest in a subsidiary to enable it to purchase a coal mine. 


The fees and expenses to be paid by Monongahela in con- 


nection with the proposed transaction are estimated at 
$100,000, including legal fees of $12,500. Fees of coun- 
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sel for the underwriters, to be paid by the successful bidder, 
are estimated at $13,000. The Public Utilities Commission 
of Ohio has authorized the proposed issue and sale of the 
Bonds by Monongahela. No other state commission and no 
federal commission, other than this Commission, has juris- 
diction over the proposed transaction. 


Due notice of the filing of said declaration has been given 
in this manner prescribed in Rule 23 promulgated under the 
Act (Holding Company Act Release No. 18606), and no 


hearing has been requested of or ordered by the Commission. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said declara- 
tion, as amended, be permitted to become effective: 


iT iS ORDERED, pursuant to the applicable provisions of 


the Act and rules thereunder, that said declaration, as amend- 


ed, be, and it hereby is, permitted to become effective forth- 
with, subject to the terms and conditions prescribed in Rules 
24 and 50 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18655/November 13, 1974 


In the Matter of 


DELMARVA POWER & LIGHT COMPANY 
Wilmington, Delaware 


(70-5553) 


ORDER RELEASING JURISDICTION WITH RESPECT 
TO ISSUE AND SALE OF COMMON STOCK 


By order dated October 29, 1974, in this proceeding 
(HCAR No. 18631); Delmarva Power & Light Company 
(“Delmarva”), a public-utility company and a registered 
holding company, was authorized to issue and sell common 
stock and was granted an exception from the competitive 
bidding requirements of Rule 50. Jurisdiction was reserved 
with respect to the number of shares and terms and condi- 
tions of the sale, including the price to Delmarva and the 
underwriters’ compensation. 


Delmarva has filed an amendment in this proceeding inform- 


ing the Commission that Delmarva has executed a contract, 
subject to the approval of this Commission, with the under- 
writing group which has been formed to market Delmarva’s 
common stock. The underwriting syndicate has contracted 
to purchase for public redistribution 1,500,000 shares of 
Delmarva’s common stock. The public offering price will 
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be fixed just prior to the commencement of the public 
distribution, and will be closely related to the last report 
price of Delmarva’s common stock on the New York Stoll) 
Exchange immediately prior to the determination of the 
public offering price. The public offering will be (a) not 
more than $.25 per share plus the higher of the last re- 
ported sale price or last reported asked price; and (b) not 
less than the lower of the last reported sale price or last 
reported bid price, minus $.25 per share. The underwriters’ 
maximum gross spread will not be more than 8% of the 
public offering price. Delmarva will receive the public offer. 
ing price, less the underwriters’ compensation. The maximur 
selling commission to dealers will be $.55 per share. As of 
the close of trading on November 12, 1974, the closing 
price of Delmarva’s common stock was 10; the closing bid 
and asked price was 9 7/8 and 10. Within the limits indi- 
cated, the public offering price will be governed by the then | 
market price. 


The amendment and the underwriting contracts it embodies 
specify, within an appropriate range, the consideration to be 








received by Delmarva for the sale of its common stock and 
the compensation to be received by the underwriters. The 
price at which the shares are to be publicly sold is directly 
dependent on the established market value of such shares | 
at the time of sale. The proposed underwriter’s compensa | 
tion has been compared with a study of the underwriting 
costs incurred by electric public-utility companies and hold 
ing companies (including such companies which also have 
gas utility operations), whether or not subject to the Act, 
which have offered common stock to the public since Jan- 
uary 1, 1973. The recent market history of both the commy 
shares of Delmarva and of the other companies in the ele } 
utility industry has also been examined, together with the 
levant qualitative factors affecting each such issue. | 


it is found that, under current market conditions, both the 
minimum price to be received by Delmarva and the maxi- 
mum underwriting compensation provided for in the — 
proposed for the sale of this issue are reasonable and that 
of the requirements of the Act and of the rules thereunder, 
cluding the requirements of Section 7(d), are satisfied. 


IT iS ORDERED that the jurisdiction reserved in the order: 
October 29, 1974, over the number of shares to be offered | 
by Delmarva and over the terms and conditions of such offe 
ing be and the same hereby is released and that the propose 
transaction may be consummated, without further order, in 
accordance with Rule 24. 

} 
For the Commission, by the Division of Corporate Regule- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18656/November 13, 1974 { 





In the Matter of 
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30 Rockefeller Plaza, Suite 4545 


AMERICAN NATURAL GAS COMPANY 
e:: York, New York 10020 





AMERICAN NATURAL GAS ARCTIC COMPANY 
100 West Tenth Street 
Wilmington, Delaware 19807 


(70-5567) 


NOTICE OF PROPOSED ACQUISITION OF COMMON 
STOCK OF NEWLY-ORGANIZED COMPANY BY HOLD- 
ING COMPANY AND USE OF PROCEEDS TO ACQUIRE 
PARTNERSHIP INTEREST 





NOTICE IS HEREBY GIVEN that American Natural Gas 
Company (“American Natural’’), a registered holding com- 
pany, and a newly-organized company, American Natural 
a Gas Arctic Company (“American Arctic’’), have filed an 
|  application-declaration and an amendment thereto with 
} this Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’), designating Sections 6(b), 
9(a), 10, and 12(f) of the Act and Rule 43 promulgated 
| thereunder as applicable to the proposed transactions. All 
interested persons are referred to said application-declara- 
tion, which is summarized below, for a complete statement 
of the proposed transactions. 


— a 


American Natural proposes to acquire up to 10,000 shares 
of common stock of American Natural Gas Arctic Com- 
wal pany, a Delaware corporation organized March 28, 1974, 
_— has no securities outstanding at the present time. 

(| \ The purchase price will be the par value, $100 per share, 

or an aggregate of $1,000,000. Upon consummation of 

| this transaction, American Arctic will be a wholly-owned 
subsidiary of American Natural. 


Under an agreement (“Partnership Agreement’’) dated 
April 15, 1974, American Arctic is one of six partners in 
a Northern Border Pipeline Company (‘Northern Border”), 
a general partnership. The other partners are subsidiary 
companies of Natural Gas Pipeline Company of America, 


. Northern Natural Gas Company, Panhandle Eastern Pipe 
d Line Company, Texas Eastern Transmission Corporation 
fe and The Columbia Gas System, Inc., a registered holding 


vet company (see Holding Company Act Release No. 18534, 
August 16, 1974). American Arctic will use the proceeds 
of the proposed transaction to invest in Northern Border 
from time to time through June 30, 1976, in amounts 

" equal to concurrent investments by the other partners. 
Northern Bordei, in turn, will apply the proceeds to its 
pre-construction expenses including prosecution of its 
application to the Federal Power Commission, hereinafter 
mentioned. 


Northern Border was organized for the purpose of construc- 


ting and operating, as a separate business entity independent- 


ly of any of its general partners or their affiliated pipeline 
systems, a natural gas pipeline consisting of about 1,619 
miles of pipeline and associated facilities. The line will ex- 
tend from a point on the U.S.-Canadian border near Mon- 
chy, Saskatchewan, southeasterly through ten states to its 
termination point at Delmont, Pennsylvania. The pipeline 
system of Michigan Wisconsin Pipe Line Company (‘’Michi- 





gan Wisconsin’’), a wholly-owned subsidiary of American 
Natural, as well as the systems of the pipeline affiliates of 
the other partners, will interconnect with the proposed 
Northern Border pipeline at various points within the lower 
48 states. 


The Northern Border project is an integral part of a much 
larger overall pipeline project designed to make large 
volumes of gas, produced in the Arctic regions of Alaska 
and Canada, available to markets in the lower 48 states. 
The overall project contemplates: (1) natural gas origin- 
ating in the Prudhoe Bay gas producing area on the North 
Slope of Alaska will be transported via proposed facilities 
of Alaskan Arctic Gas Pipeline Company (‘Alaskan Arctic”) 
to a point of interconnection on the Alaska-Canadian bor- 
der with proposed facilities of Canadian Arctic Gas Pipeline 
Limited (‘Canadian Arctic’); (2) through a branch of Can- 
adian Arctic, additional gas originating in the Mackenzie 
River Delta of northern Canada will be commingled with 
the North Slope gas and the combined supply will be trans- 
ported by Canadian Arctic southeasterly to a point at Car- 
oline, Alberta; and (3) from that point, the Canadian Arc- 
tic pipeline will separate into two delivery legs: one termin- 
ating at Kingsgate, British Columbia, for gas deliveries to 
pipelines serving U.S. west coast markets, and the other 
terminating near Monchy, Saskatchewan, to connect with 
Northern Border’s proposed facilities. It is stated that appli- 
cations for requisite authority have been filed and are pend- 
ing with the Federal Power Commission (‘“FPC’’) by Alas- 
kan Arctic and with the Canadian National Energy Board 
by Canadian Arctic; and that Northern Border has filed with 
the FPC for authority to construct its proposed pipeline 
(Docket No. CP 74-290). All three pipelines propose to oper- 
ate as contract carriers and not as buyers and sellers of gas. 
Thus, individual shippers, such as Michigan Wisconsin, will 
purchase gas in the Alaskan and Canadian producing areas 
and will contract with Canadian Arctic, Northern Border 
and (as to Alaskan gas) Alaskan Arctic for transportation 
of the gas, ultimately destined for the shippers’ own mar- 
ket areas. 


Present plans anticipate construction of the Northern Border 
pipeline facilities over a six-year period commencing in 1977, 
with first deliveries to commence two years after the start of 
construction. The cost of construction is estimated at $1.8 
billion. (Cost of the Alaska-Canada portion of the overall 
project is estimated at $5.7 billion.) It is stated that the 
Northern Border project, as part of the overall pipeline pro- 
ject, is intended to provide large volumes of Arctic gas to the 
midwest and eastern market areas in the lower 48 states ser- 
ved by the pipeline affiliates of the partners of Northern Bor- 
der; that such additional supplies are urgently needed; and 
that the Northern Border facilities will be so located as to 
provide economic access to large coal deposits in the western 
United States for possible future gasification of coal and trans- 
portation of coal gas. It is further stated that Michigan Wiscon- 
sin, the principal gas transportation and supply unit of the 
American Natural System, has contracted with Imperial Oil 
Limited (a non-affiliate) to purchase up to four trillion cubic 
feet of the first fifteen trillion cubic feet of gas developed 

by Imperial in the Mackenzie River Delta; that Imperial has 
announced several discoveries of gas and oil, and is current- 
ly drilling additional exploratory wells, in that area; and that 
Michigan Wisconsin is seeking to negotiate for additional 
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volumes of gas in the Prudhoe Bay area of Alaska. 


The Partnership Agreement provides, among other things, 
that prior to certification of the Northern Border project by 
the FPC and the receipt of commitments for long-term fi- 
nancing of the pipeline, each partner will contribute an 
equal share of the cash required by Northern Border to 
conduct its business and will thus have an equal interest 
in the partnership; and that in connection with said long- 
term financing, the partners will re-establish their respec- 
tive interests in the partnership (which may not be equal) 
and will thereafter make additional capital contributions 
on the basis of such re-established partnership interests 

in an aggregate amount which, together with available 
commitments for outside financing, will be sufficient to 
finance the cost of the Northern Border pipeline. All 
capital contributions to be made by American Arctic 
beyond use of the proceeds from the sale of $1,000,000 
of its common stock herein proposed, will! be the subject 
of future applications to the Commission. 


It is stated that the partnership form of Northern Border’s 
organization was selected primarily for the purpose of 
permitting the partners to obtain immediately the tax 
benefits (on a partnership “‘pass-through” basis) which 

will become available as a result of tax losses of Northern 
Border during construction and the early years of opera- 
tion, as well as immediate availability of investment tax 
credit — which tax benefits would not be available under 

a corporate form of organization since none of the partners 
is expected to own as much as 80% of Northern Border’s 
equity. The Partnership Agreement provides that under 
certain circumstances (including failure of Northern Bor- 
der to receive an appropriate ruling from the Internal 
Revenue Service that it will be treated as a partnership 

for federal income tax purposes) the business and assets 

of Northern Border may be transferred to a corporate en- 
tity, Northern Border Pipeline Corporation, which has been 
organized as a Delaware corporation for that purpose. Upon 
any such transfer, each partner will receive capital stock 

of the corporation in accordance with its then partnership 
interest. Any such acquisition of the corporation’s common 
stock by American Arctic would be the subject of a future 
application to the Commission. 


The fees and expenses to be incurred in connection with 
the proposed transactions are estimated at $3,500, includ- 
ing counsel fees of $1,000. It is stated that no State com- 
mission and no Federal commission, other than this Com- 
mission, has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 5, 1974, request in writing 
that a hearing be held on such matter, stating the nature 

of his interest, the reasons for such request, and the issues 
of fact or law raised by said application-declaration which 
he desires to controvert; or he may request that he be noti- 
fied if the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D. C. 20549. A 
copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cants-declarants at the above-stated addresses, and proof of 
service (by affidavit or, in case of an attorney at law, by 
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certificate) should be filed with the request. At any time 

after said date, the application-declaration, as amended or 
as it may be further amended, may be granted and permitt 
to become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as pro- 


vided in Rules 20(a) and 100 thereof or take such other ac- 


tion as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18657/November 14, 1974 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
1001 Broad Street 
Johnstown, Pennsylvania 15907 


(70-4549) 


NOTICE OF PROPOSED INCREASE IN LOANS TO 
UNAFFILIATED COAL COMPANY BY ELECTRIC 
UTILITY COMPANY, EXTENSION OF TIME TO MAKE 
LOANS TO A SECOND UNAFFILIATED COAL COM- 
PANY AND EXTENSION OF MATURITY OF LOANS 
TO BOTH COAL COMPANIES 


NOTICE IS HEREBY GIVEN that Pennsylvania Electric 
Company (‘’Penelec’’), an electric utility subisidiary com- 
pany of General Public Utilities Corporation, a registered 
holding company, has filed with this Commission a post- 
effective amendment to the application, as previously 
amended, filed in this proceeding pursuant to Sections 
9(a) and 10 of the Public Utility Holding Company Act 
of 1935 (“Act’’), regarding the following proposed trans- 
actions. Interested persons are referred to the application, 
as now amended, which is summarized below, for a com- 
plete statement of the proposed transactions. 


In prior orders in this proceeding, Penelec was authorized 
by this Commission to acquire through December 30, 
1974, promissory notes to be issued by two nonaffiliated 
mining companies, The Helen Mining Company (‘‘Helen”) 
and Helvetia Coal Company (‘‘Helvetia’’), which are en- 


§ 














gaged in developing coal mines for the Homer City Genera- 


ting Station ("Homer Station’’), in which station Penelec 
owns a 50% interest, Holding Company Release Nos. 
15899 (November 17, 1967), 16773 (July 1, 1970), 
16909 (November 25, 1970), 17064 (March 24, 1971), 
17396 (December 15, 1971), 17581 (May 26, 1972), 


( 
( 
I 
( 
I 
| 
( 
é 
I 


arsed «- 


~~ fm = «oe 


ma fF asa KS lc 















ae, 
ss 


| 


} 


t 
































he other 50% interest in the Homer Station is held by New 
York State Electric & Gas Corporation (‘““NYSEG”), a 
utility unaffiliated with Penelec. 


e.: (October 26, 1972), and 18207 (December 3, 1973). 


It is stated that in order to meet expected coal burn require- 
ments for a new unit presently under construction at the 
Homer Station, Helvetia’s production should be increased 
from its present 1.6 million tons per year to 2.4 million 

tons per year by 1977. Additional financing of $9,500,000 
is stated to be required to provide the additional capacity. 
Penelec’s share of such financing amounts to $4,750,000. 


The Penelec and NYSEG loans to Helvetia were previously 
contemplated to be repaid through permanent financing 

of the Helvetia operations by December 31, 1974. It is 

now represented that with the present condition of the 
capital markets, it does not appear that the necessary perma- 
nent capitalization can be arranged by that date. Therefore, 
Penelec now seeks authorization to (a) increase the amount 
of loans that it may make to Helvetia by $4,750,000 to an 
aggregate of $12,250,000, (b) acquire notes of Helvetia until 
December 30, 1978 and (c) extend the maturity of the notes 
previously acquired from Helvetia to December 31, 1978. 


The Penelec and NYSEG loans to Helen were previously con- 


templated to be repaid through permanent financing of the 
Helen operations by November 30, 1974. It is now stated 
that because of the present conditions of the capital mar- 
kets, it does not appear that the necessary permanent 
financing can be arranged for Helen by that date. Helen al- 


(We advises that its capital requirements have been curtailed 


during 1974 because of delays and long lead times associated 


with the delivery of mining equipment resulting in a $2,000,- 


000 balance which may be advanced by Penelec and NYSEG 
through December 30, 1974. Therefore, Penelec requests 
authority to (a) acquire notes of Helen through December 
30, 1978 and (b) extend the maturity of Notes previously 
acquired from Helen until December 31, 1978. 


It is stated that no state commission and no federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transactions. It is further stated that no fees 
or expenses are expected to be incurred in connection with 
the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 9, 1974, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said post-effective amendment to the 
application which he desires to controvert; or he may re- 
quest that he be notified if the Commission should order 

a hearing thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request should be served 
personally or by mail (air mail if the person being served 

is located more than 500 miles from the point of mailing) 
upon the applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any time 


fp after said date, the application, as now amended or as it 


may be further amended, may be granted as provided in 
Rule 23 of the General Rules and Regulations promulgated 


under the Act, or the Commission may grant exemption from 


such rules as provided in Rules 20(a) and 100 thereof o: 
take such other action as it may deem appropriate. Per- 
sons who request a hearing or advice as to whether a hear- 
ing is ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8579/November 11, 1974 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE COM- 
PANY 

1295 State Street 

Springfield, Massachusetts 01111 


(812-3684) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER 


Massachusetts Mutual Life Insurance Company (the “‘Insur- 
ance Company” or “‘Applicant’’), the investment adviser for 
Mass Mutual Corporate Investors, Inc. (“Fund’’), a non-diver- 
sified, closed-end investment company, has applied for an 
order permitting the Insurance Company to make a 20-year 
8-5/8% Mortgage loan to Richard Abel Properties, Inc., an 
affiliate of Richard Abel & Company, Inc., (““Abel’’), a 
company in whose securities the Insurance Company and 
the Fund have previously invested pursuant to an arrange- 
ment that prohibits further investments in that company 
without order of the Commission. 


On October 7, 1974, the Commission issued a notice of the 
filing of the application (Investment Company Act Release 
No. 8537) giving interested persons an opportunity to re- 
quest a hearing and stating that an order disposing of the 
application might be issued on the basis of the information 
stated therein unless a hearing should be ordered. No re- 
quest for a hearing has been filed, and the Commission has 
not ordered a hearing. 


The participation by Fund and Insurance in Abel having 

been considered in light of the proposed transaction, it is 
found on the basis of the information stated in the appli- 
cation that the participation of Fund in Abel is consistent 
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with the provisions, policies, and purposes of the Act 
and not on a basis less advantageous than that of the Insur- 
ance Company. 


IT iS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that Applicant’s investment in 
the 20-year 8-5/8% Mortgage loan of Richard Abel Proper- 
ties, Inc. be, and hereby is permittea, effective forthwith. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8580/November 13, 1974 


In the Matter of 


INVESTORS DIVERSIFIED SERVICES, INC. 
INVESTORS SYNDICATE OF AMERICA, INC. 
IDS MORTGAGE CORPORATION 

IDS Tower 

Minneapolis, Minnesota 55402 


(812-3519) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING CERTAIN TRANSACTIONS FROM 
THE PROVISIONS OF SECTION 17(a) 


Investors Diversified Services, Inc., a diversified financial 
services company and its wholly owned subsidiaries, !n- 
vestors Syndicate of America, Inc. (the ““Fund’’), regis- 
tered under the Investment Company Act of 1940 (the 

“ Act’) as a face-amount certificate company, and IDS 
Mortgage Corporation (‘‘Mortgage Corporation’’), one 

of the major issuers of Government National Mortgage 
Association mortgage backed securities (““GNMA securi- 
ties’’), (together hereinafter referred to as ‘‘Applicants’’), 
filed an application on November 2, 1973 and amended 
on June 10, 1974, pursuant to Section 6(c) of the Act for 
an order of the Commission granting an exemption from 
Section 17(a) of the Act to permit Mortgage Corporation 
to sell GNMA securities to the Fund under certain condi- 
tions. 


On October 9, 1974, a notice was issued (Investment Com- 
pany Act Release No. 8539) of the filing of the applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 


the application might be issued on the basis of the informa- 


tion stated in the application unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it has been found, on 
the basis of the information stated in the application, the 
exemption requested is appropriate in the public interest 
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and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of 
the Act. 











IT 1S ORDERED, effective forthwith, pursuant to Sec- may 
tion 6(c) of the Act, that the proposed transactions as set mit 
forth in the application be, and hereby are, exempted from the 
the provisions of Section 17(a) of the Act. of h 
f ar 

For the Commission, by the Division of Investment Manage- may 
ment Regulation, pursuant to delegated authority. ord 
be 2 

miss 

George A. Fitzsimmons que 

Secretary pers 

| the 

stat 
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con 
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INVESTMENT COMPANY ACT OF 1940 Act 
Release No. 8581/November 13, 1974 of c 
} sior 

In the Matter of Cor 
| ing 

PIONEER ENTERPRISE FUND, INC. ceiv 
28 State Street ) ing 
Boston, Massachusetts 02109 | mer 
(811-709) For 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR AN ORDER DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


| mer 
4° 


NOTICE IS HEREBY GIVEN that Pioneer Enterprise Fund, 
Inc. (“Applicant”), registered under the Investment Com- 
pany Act of 1940 (the ‘’Act’’) as a diversified, open-end, 
management investment company, filed an application on IN\ 
August 26, 1974, pursuant to Section 8(f) of the Act for } Rel 
an order of the Commission declaring that Applicant has 
ceased to be an investment company as defined in the 


, biant In 1 
Act. All interested persons are referred to the application 


on file with the Commission for a statement of the repre- | FE 
sentations contained therein, which are summarized below. 12 
Applicant states that an Amended Agreement and Plan of 7 
Reorganization (““Agreement”’) was approved by the re- (81 
quisite number of Applicant’s outstanding voting securities 

at a special meeting of its shareholders on June 27, 1974. NC 
Pursuant to the Agreement, substantially all of the assets SE 
of Applicant were assigned to Pioneer II, Inc. (“Pioneer”), INC 
an open-end, diversified, management investment company VE 
registered under the Act, in exchange for shares of common 

stock of Pioneer. Applicant states that the Pioneer shares NC 


received pursuant to the Agreement have been distributed 
to Applicant’s shareholders on a pro rata basis and that 

Applicant was dissolved under the laws of the State of Ac 
Delaware on June 28, 1974. 





Section 8(f) of the Act provides, in pertinent part, that dato 
when the Commission, upon application, finds that a regis- i$. 
tered investment company has ceased to be an investment ar 
company, it shall so declare by order, and upon the taking 
























effect of such order the registration of such company 
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li cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 9, 1974 at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 

of his interest, the reasons for such request, and the issues, 
fany, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such re- 

quest shall be served personally or by mail (air mail if the 
person being served is located more than 500 miles from 
the point of mailing) upon the Applicants at the address 
stated above. Proof of such service (by affidavit or, in the 
case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule 
0-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the Application will be issued as 
of course following December 9, 1974, unless the Commis- 
sion thereafter orders a hearing upon request or upon the 
Commission's own motion. Persons who request ahear- 

ng or advice as to whether a hearing is ordered, will re- 
ceive any notices and orders issued in this matter, includ- 
ng the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8582/November 13, 1974 


In the Matter of 


FEDERAL UNITED CORPORATION 
120 South 17th Street 
Philadelphia, Pennsylvania 19103 


(811-170) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR.- 
ING THAT COMPANY HAS CEASED TO BE AN IN- 
VESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Federal United Corpora- 
tion (“Applicant’’), a closed-end, non-diversified manage- 
ment investment company under the Investment Company 
Act of 1940 (“Act’’) filed an application on March 25, 1974 
and amendments thereto on July 26, 1974, October 23, 
1974, October 31, 1974, and November 12, 1974, pursuant 
0 Section 8(f) of the Act for an order of the Commission 


claring that Applicant has ceased to be an investment com- 


pany as defined in the Act. All interested persons are refer- 
red to the application filed with the Commission for a 





statement of the representations contained therein, which 


are summarized below. 


Applicant was organized as a Delaware Corporation on Jan 
uary 26, 1932, and has been registered under the Act since 
August, 1941. 


Applicant represents that, due to an inability to increase 
the value of its investment portfolio, its directors adopted 
a plan of liquidation on June 14, 1973. A letter, dated 
August 14, 1973 was sent to Applicant’s shareholders in 
forming them of the directors’ action and stating Appli 
cant’s intention to put the plan before the shareholders 

for a vote. However, before the plan could be voted upon, 
Erik E. Bergstrom made a cash tender offer for the outstand 
ing common and preferred stock of the company. Included 
in his written offer to purchase was a statement that he in 
tended to vote against the plan of liquidation. Bergstrom 
now owns 41,632 shares of Applicants common stock (a 
total of 49,615 shares are outstanding) and 917 shares of 
its preferred stock (a total of 4,640 shares are outstanding) 
and is in control of Applicant. 


Applicant’s common stock is now held by 65 persons and 
its preferred stock is held by 58 persons, 27 of whom are 
among the beneficial owners of common stock. According- 
ly, Applicant contends, the total number of persons who 
own beneficially the outstanding securities of Applicant as 
of the date of the application is 96. Applicant states that 
no company owns beneficially any of its securities (other 
than short-term paper). Applicant further states that it is 
not now making and does not presently propose to make 
a public offering of its securities. Applicant represents that, 
as of May 20, 1974, the market value of its securities was 
approximately $174,500. 


Bergstrom has no plans to merge Applicant with any other 
person or to make other major changes in its business or 
corporate structure and intends to manage Applicant's 
portfolio himself. 


Section 3(c)(1) of the Act excepts from the definition of an 
investment company any issuer whose outstanding securities 
are beneficially owned by not more than 100 persons and 
which is not making and does not present!y propose to make 
a public offering of its securities. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, upon application, finds that a regis- 
tered investment company has ceased to be an investment 
company, it shall so declare by order, and upon the taking 
effect of such order the registration of such company shall 
cease to be in effect. 


Upon issuance of this notice, Applicant will send a letter 
to all holders of Applicant’s outstanding common and pre- 
ferred stock summarizing the effect of deregistration under 
the Act together with a copy of this notice. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 20, 1974, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing 
on the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or he 
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may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the point 
of mailing) upon Applicant at the address stated above. 
Proof of such service (by affidavit, or in case of an attor- 
ney-at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order disposing 
of the application will be issued as of course following De- 
cember 20, 1974, unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own mo- 
tion. Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders is- 
sued in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8583/November 14, 1974 


In the Matter of 


FIRST SIERRA FUND 
2400 First National Bank Building 
Denver, Colorado 80202 


(811-759) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR ORDER DECLARING 
THAT COMPANY HAS CEASED TO BE AN INVEST- 
MENT COMPANY 


NOTICE IS HEREBY GIVEN that Founders Special Fund, 
inc. (“Special Fund”), an open-end, non-diversified, man- 
agement investment company registered under the Invest- 
ment Company Act of 1940 (the “Act’’), filed an applica- 
tion on October 31, 1974 pursuant to Section 8(f) of the 
Act for an order of the Commission declaring that First 
Sierra Fund (‘’Sierra Fund’) has ceased to be an investment 
company as defined in the Act. All interested persons are 
referred to the application on file with the Commission for 
a statement of the representations contained therein, which 
are summarized below. 


Sierra Fund, under the name Insurance Investors Fund, Inc., 
was incorporated under the laws of the State of Delaware on 
August 6, 1956, and registered under the Securities Act of 
1933 and the Investment Company Act of 1940 in the 
Spring of 1957. At a Special Meeting on April 30, 1974, 

the shareholders of Sierra Fund and Special Fund voted to 
approve a Plan and Agreement of Reorganization and an 
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Agreement of Merger providing for the merger of Sierra Fund 
with and into Special Fund. The merger was effective on 
11, 1973 when each outstanding share of Common Stock 
Sierra Fund was converted to .34952551 of a share of Specia 
Fund Capital Stock. As the result of the merger, all assets and 
liabilities of Sierra Fund were, by operation of law, transfer- 
red to or assumed by Special Fund. Sierra Fund’s corporate 
existence thereby ceased and its shareholders became share- 
holders of Special Fund. Sierra has no remaining assets and 
does not intend to conduct business as a registered invest- 
ment company. 


Section 8(f) of the Act provides, in pertinent part, that when 
the Commission upon application, finds that a registered in- 
vestment company has ceased to be an investment company 
it shall so declare by order and, upon the effectiveness of 
such order, the registration of such company shall cease to be 
in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than December 9, 1974 at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission should order 

a hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of mail- 
ing) upon the Applicant at the address stated above. Proof gf 
such service (by affidavit, or in case of an attorney-at-law, 
certificate) shall be filed contemporaneously with the reque.: 
As provided by Rule 0-5 of the Rules and Regulations pro- 
mulgated under the Act, an order disposing of the application 
will be issued as of course following said date, unless the Com 
mission thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8584/November 15, 1974 


In the Matter of 


INVESTORS MUTUAL, INC. 

INVESTORS STOCK FUND, INC. 

INVESTORS VARIABLE PAYMENT FUND, INC. 
INVESTORS SELECTIVE FUND, INC. 

IDS NEW DIMENSIONS FUND, INC. 

IDS PROGRESSIVE FUND, INC. 





’ and 
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ANT 
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1000 Roanoke Building 
nneapolis, Minnesota 55402 


“and 


INVESTORS DIVERSIFIED SERVICES, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-3702) 


ORDER PURSUANT TO SECTION 11(a) OF THE ACT 
PERMITTING OFFER OF EXCHANGE AND PURSU- 
ANT TO SECTION 6(c) GRANTING EXEMPTION FROM 
THE PROVISIONS OF SECTION 22(d) OF THE ACT 
AND RULE 22d-1 THEREUNDER 


Investors Mutual, Inc., Investors Stock Fund, Inc., In- 
vestors Variable Payment Fund, Inc., Investors Selective 
Fund, Inc., |DS New Dimensions Fund, Inc. and iDS 
Progressive Fund, Inc. (collectively referred to as ‘’Funds’’) 
each of which is registered as an open-end investment com- 
pany under the Investment Company Act of 1940 (“Act’’) 
and Investors Diversified Services, Inc. filed an application 
on September 26, 1974, for an order (1) pursuant to Sec- 
tion 11(a) of the Act to permit the Funds to offer their 
shares to shareholders of IDS Bond Fund, Inc. on a basis 
other than their net asset value per share at the time of the 
transfer and (2) pursuant to Section 6(c) of the Act grant- 
ing exemption from Section 22(d) of the Act and Rule 22 
d-1 thereunder, in connection with such transfers. 


e October 14, 1974, a notice (Investment Company Act 
j 


felease No. 8544) was issued of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate in the public in- 
terest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions 
of the Act. 


IT 1S ORDERED, pursuant to Section 11 of the Act, that 
the proposed exchange offer be approved, and 


ITIiS FURTHER ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from Section 22(d) 
of the Act and Rule 22d-1 thereunder, to the extent re- 
juested, be and hereby is granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 8585/November 15, 1974 
In the Matter of 


NARRAGANSETT CAPITAL CORPORATION 
40 Westminster Street 
Providence, Rhode Island 02903 


(812-3696) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 17(d) OF THE ACT AND RULE 17-1 
THEREUNDER 


Narragansett Capital Corporation (““Fund’’), a closed-end 
non-diversified management investment company regis- 
tered under the Investment Company Act of 1940 (‘‘Act’’) 
and a licensed small business investment company under 
the Small Business Investment Act of 1958, filed an appli 
cation on September 11, 1974, for an order pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder per 
mitting Industrial National Bank of Rhode Island (““Bank’’), 
an affiliate of an affiliate of the Fund, to finance the repur- 
chase by Hydrosystems, Inc., an affiliate of the Fund, of 
all of the 100,000 shares of its common stock held by the 
Fund. 


On October 3, 1974, the Commission issued a notice of the 
filing of the application (Investment Company Act Release 
No. 8531) giving interested persons an opportunity to re- 
quest a hearing and stating that an order disposing of the 
application might be issued on the basis of the information 
stated therein unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter having been considered, it is found on the basis 
of the information stated in the application that the partici- 
pation of Fund in the transaction set forth in the applica- 
tion on the basis proposed is consistent with the provisions, 
policies, and purposes of the Act, and is not on a basis less 
advantageous than that of the other participants. 


IT 1S ORDERED, pursuant to Section 17(d) of the Act and 
Rule 17d-1 thereunder, that the participation, as set forth 
above, by Fund and Bank in the repurchase by Hydrosystems, 
Inc. of all of the 100,000 shares of its common stock held by 
the Fund be, and hereby is permitted, effective forthwith 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 430/November 8, 1974 


See Securities Exchange Act Release No. 11092/Novem 
ber 8, 1974. 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 431/November 15, 1974 


The Securities and Exchange Commission (‘‘Commission”’) 
has ordered the institution of public administrative pro 
ceedings under the Investment Advisers Act of 1940 (“‘Ad 
visers Act’’) against Campbell, Henderson & Company 
(‘Registrant’) a registered investment adviser and its 
president, Charles V. Campbell, Sr., (““Campbell’’) both of 
Dallas, Texas. 


The order alleges that during the period from January 1972 
through July 1974 Registrant wilfully violated and Camp- 
bell wilfully aided and abetted violations of antifraud pro- 
visions of the Securities Exchange Act of 1934 and the Ad- 
visers Act by failing to disclose to the Dallas Employees 
Retirement Fund (““ERF’’) compensation Registrant re- 
ceived from Contran Corporation in regard to a relation- 
ship between Registrant and Contran Corporation in which 
Registrant acted as economic adviser for Contran Corpora 
tion while at the same time recommending to the ERF that 
it purchase securities from Contran Corporation. 


in addition the order alleges that the Registrant wilfully 
violated and Campbell wilfully aided and abetted violations 
of the bookkeeping provisions of the Advisers Act in that 
books and other records that Registrant was required to 


make and keep were not available for examination by repre- 


sentatives of the Commission as required by the Advisers 
Act. 


A hearing will be scheduled by further order to determine 
whether the allegations contained in the order are true, to 
afford the Respondents an opportunity to offer any de- 
fense thereto and to determine whether any action of a 
remedial nature is necessary or appropriate in the public 
interest. 








LITIGATION 





Litigation Release No. 6579/November 11, 1974 


US v. WILLIAM ERIC AIKEN, WILLIAM RODMAN AND 
THOMAS ZAMMAS 
74 Cr. 987 (S.D.N.Y.) 
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Paul J. Curran, United States Attorney for the Southern 
District of New York, and William D. Moran, Administra) 
of the Commission’s New York Regional Office, jointly an- 
nounced that on October 24, 1974, a federal grand jury filed 
a twelve count indictment charging three defendants with 
mail fraud and stock fraud. 


The three defendants indicted were: William Eric Aiken, 
former Editor of Value Line Selection and Opinion, resid- 
ing in New York City, William Rodman, a registered repre. 
sentative for C.!. Oren & Co., Inc. at the time the alleged 
acts occurred, residing in Monsey, New York and Thomas 
Zammas, a self-employed securities dealer, residing in 
Miami, Florida. 


The indictment charges that Aiken accepted a $15,000 
bribe from Rodman and Zammas to write an article recom 
mending the purchase of Power Conversion, Inc., (‘‘Power” 
a stock traded on the over-the-counter market, and that 
said article was written by Aiken who caused it to be pub 
lished in the September 29, 1972 issue of the Value Line 
Selection and Opinion without disclosing the fact that 
Aiken had been paid the money. Both Rodman and Zam- 
mas are alleged to have been dealing in the common stock 
of Power and promoting the sale thereof at the time of 
the bribe. The indictment charges that the bribe and the 
article that was subsequently written, were intended to 
defraud Arnold Bernhard & Co., Inc., the publisher of Value 
Line Section and Opinion, the subscribers and readers of 
Value Line Section and Opinion, and the owners and po- 
tential purchasers of the common stock of Power. Neither 
Power nor Bernhard & Co. were named in the indictment. 


All of the defendants were charged with six counts of mail 
fraud and six counts of fraud in connection with the sale 
of securities, in violation of Section 17(b) of the Securities 
Act of 1933. 
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SEC v. PENN CENTRAL CO., et al. 


The Securities and Exchange Commission announced that or 
November 8, 1974, Chief Judge Joseph S. Lord, II! of the 
United States District Court for the Eastern District of 
Pennsylvania signed a Final Judgment of Permanent Injunc 
tion against Pennsylvania Company (“Pennco”’), a defendant 
in SEC v. Penn Central Co., et al. Pennco consented to the 
injunction without admitting or denying the allegations 
contained in the Commission’s Complaint. The Judgment | 
enjoins Pennco from violations of the antifraud provisions 
of the Federal securities laws (Section 17(a) of the Securi- 
ties Act of 1933 and Section 10(b) of the Securities Ex- 
change Act of 1934 and Rule 10b-5 thereunder). 


| 


Pennco is an investment company subsidiary of the Penn 
Central Transportation Co. (‘’Transportation Co.’’). The 
Transportation Co. filed a petition for reorganization unde 
the bankruptcy laws in June, 1970. Prior to June, 1970, 
the management of Transportation Co., which is also a 
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defendant in the Commission’s action, managed the affairs 
Pennco and the two companies had common directors. 
e Commission’s Complaint concerned conduct prior to 


‘me June, 1970 reorganization and alleged that the princi- 


pal officers of the Transportation Co., and others, engaged 
in misrepresentations and other fraudulent conduct and 
that Pennco was a vehicle for some of the misrepresenta- 
tion and fraudulent conduct. 


Since its reorganization, the Transportation Company has 
been managed and operated by trustees appointed by the 
Court, and the trustees have approved the election of all 
directors of Pennco. None of the present directors of Penn- 
co was a director prior to the filing by the Transportation 
Company of its petition for reorganization. 


For further information, see Litigation Release No. 6349. 





Litigation Release No. 6581/November 12, 1974 


SEC v. NATIONAL BERYLLIA CORP., et al. 
(S.D.N.Y. 74 Civ. 4949) 


William D. Moran, Administrator of the New York Region- 
al Office of the Securities and Exchange Commission and 
the Division of Enforcement announced today the filing 
of acomplaint in the United States District Court for the 

uthern District of New York against National Beryllia 

rporation (‘NBC’), Christian E. Nelson (‘’Nelson”’), 
nillip S. Hessinger (‘’Hessinger’’), John Z. Kos (‘‘Kos”’), 
and Clifford J. O’Rourke (““O’Rourke”’). The complaint 
seeks to enjoin the defendants from further violations of 
the antifraud and reporting provisions of the Securities 
Exchange Act (‘’Exchange Act”). 


The Commission’s complaint alleges that Nelson, Hessinger, 
Kos, all officers of NBC, and O’Rourke, a senior NBC em- 
ployee, participated ina plan to fraudulently inflate NBC's 
sales and earnings for 1972. The plan allegedly involved the 
creation of fictitious shipping documents and invoices to 
reflect that sales had been made and that goods had been 
shipped to NBC’s customers, when, in fact, shipment of the 
goods had not been authorized and the goods had not 

been shipped to NBC’s customers. The defendants allegedly 
caused NBC to improperly record fictitious sales in its 
financial statements for the year ending December 31, 

1972, which falsely reflected that NBC had earnings of 
approximately $9,530, when, in fact, NBC incurred net 
losses of $878,000. The 1972 financial statements were 
included in NBC’s annual report on Form 10-K which was 
filed with the Commission, and in NBC’s annual report 
which was disseminated to NBC’s stockholders. 


The Commission announced that defendant National 
Beryllia Corporation has consented to a permanent injunc- 
tion which enjoins further violations of Sections 10(b) and 


13(a) of the Exchange Act and Rules 10b-5 and 13a-1 there- 


under without admitting or denying the allegations in the 
—_— complaint. 





















































Litigation Release No. 6582/November 12, 1974 


SEC v. READEX ELECTRONICS, INC., et al. 
(W.D.N.Y.) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission, announ 
ced the filing of a complaint in the U. S. District Court for 
the Western District of New York on November 1, 1974, 
charging Readex Electronics, Inc. (‘’Readex’’), a New York 
corporation with its principal office located in Honeoye 
Falls, New York, Wallace R. Straight, a resident of 
Honeoye Falls, New York, and president and chariman of 
the board of directors of Readex, and Herbert D. Becks, a 
resident of Rochester, New York, and a former officer and 
director of Readex, with violations and aiding and abetting 
violations of Sections 5(a) and 5(c) of the Securities Act of 
1933, in connection with the offer, sale and issuance of the 
corporation’s common stock and warrants. The Commis- 
sion’s complaint, which seeks final judgements of perma- 
nent injunction against all the defendants for violations 
and aiding and abetting violations of the registration pro- 
visions, alleges that in connection with a series of offerings, 
sales and issuances commencing on or about January 1, 
1970 to on or about September 15, 1972, the defendants 
offered and sold approximately 350,000 shares of unregis- 
tered Readex common stock to approximately 1,100 
persons for total proceeds of approximately $1.5 million 
The complaint further alleges that in connection with the 
offerings and sales, the books and records of Readex sub- 
stantially understated the true number of shareholders to 
whom such securities were sold. 


In addition to seeking final judgements of permanent in- 
junction against all defendants, the complaint requests the 
Court to order Readex to comply with certain ancillary re- 
lief provisions for the protection of Readex shareholders 
and other public investors. This additional relief includes 
among other things, a requirement that Readex file current 
financial reports with the Commission and a report to share- 
holders on all Readex securities offerings and the proceeds 
therefrom. In addition the complaint asks that a sharehold- 
ers meeting be called for the purpose of voting upon the 
continuation of the management of Readex. 





Litigation Release No. 6583/November 12, 1974 


SEC v. STANDARD SECURITY LIFE INSURANCE CO. 
OF NEW YORK 


William D. Moran, Regional Administrator of the New York 
Regional Office of the Securities and Exchange Commission 
today announced the filing of a Complaint on November 7, 
1974 in the Federal Court for the Southern District of New 
York in New York City whereby the Commission is seeking 
preliminary and permanent injunctive relief against Frank 
Satenstein of New York City, Marvin Satenstein of Port 
Chester, New York, ‘tenri Moreault of New York City, 
Harold Rothberg of New Rochelle, New York, Alfonso 
Simon of New York City, Jerry Katz of New York City, 
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Henry Burr of Mamaronek, New York, Sherman Whitmore 
of Miami, Florida, Donald Aronow of Miami, Florida, and 
Melvin Harris and Allan Harris of Miami, Florida. The Com 
plaint alleges that Frank Satenstein, a Director of Standard 
Security Life Insurance Co. of New York (“SSL”) conveyed 
non-public inside information to the other named defenc- 
ants and others who purchased SSL stock prior to the pub 
lic release of such information. During the time the alleged 
violations occurred SSL’s common stock was traded in the 
over-the-counter market. It was further alleged that this 
dissemination of non-public inside information occurred 
shortly before a public announcement of a proposed acqui 
sition of SSL by U. S. Life Insurance Co. (‘USL’) by the 
exchange of SSL shares for the shares of USL traded on the 
New York Stock Exchange at an exchange ratio which would 
attribute to SSL shares a far greater value than the then cur 
rent trading price of such shares. In effect SSL shareholders 
who surrendered three shares of SSL shares (with a market 
value of $9 per share on March 26, 1973) could expect to 
receive one share of USL (with a market value of $65 per 
share on March 26, 1973). 


In the Commission's moving papers it was alleged that the 
defendants who received and acted upon the non-public 
inside information conveyed to them by Frank Satenstein 
purchased approximately 12,300 shares of SSL stock prior 
to the public announcement and sold such shares shortly 
after the public announcement and thereby realizing pro 
fits in excess of $50,000. 


In its Complaint the Commission is also seeking ancillary 
relief requiring the defendants to disgorge their profits 
realized or unrealized on their transactions on SSL stock 
and that a Trustee be appointed by the Court to effect 
the disgorgement to be made by the defendants to selling 
defrauded shareholders of SSL. The Commission is also 
requesting that the Court assess the cost of administering 
the disgorgement against the defendants. 
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William D. Moran, Administrator of the Commission’s New 
York Regional Office announced that on October 8, 1974 
United States District Judge Robert L. Carter signed a con 
sent judgement of Permanent Injunction against Mayflower 
Securities Co., Inc., a defendant in the Commission’s in- 
junctive action against Management Dynamics, Inc. and 17 
others. The judgement permanently enjoins Mayflower from 
violating the registration and antifraud provisions of the 
Securities Act of 1933 and the antifraud provisions of the 
Secruities Exchange Act of 1934 with respect to the securi- 
ties of Management Dynamics or any other securities. The 
Judgement was entered upon the consent of Mayflower 
which neither admitted or denied the allegations against 

it with the exception of the facts set forth in Judge Carter's 
opinion of March 29, 1974, in which Mayflower and others 
were preliminary enjoined from violations of the registra- 
tion and antifraud provisions of the Securities Act of 1934 
and the registration and antifraud provisions of the Securi- 
ties Exchange Act of 1934. 
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Oc. CONSTITUTION MIN il 


“D. Utah Civil Action No. 


Robert H. Davenport, Admin the Denver Regional 
Office of the Securities and E mmission, announ- 
ced the filing on November 11 complaint in the 
United States District Court f trict of Utah alleg- 
ng that Constitution Mint, |: tion Mining and 
Development Corporation, Sil Exchange, Inc., 
Robert L. Preston, Rodney B hael L. Davies, 
Stanley B. Meaker, H. Dale G d Garry Smith 
violated certain provisions of securities laws 

and seeking a preliminary an injunction against 
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Litigation Release No. 6587/November 14, 1974 
SEC v. J&B INDUSTRIES, INC., et al. 


Floyd H. Gilbert, Administrator of the Boston Regional 
Office of the Securities and Exchange Commission today 
announced that the Honorable Frank J. Murray, U. S. Dis- 
trict Judge for the District of Massachusetts, entered a 
decree preliminarily enjoining AIM Investment Management 
Company and Ronald Jarvis, of Burlington, Massachusetts 
from further violation of the registration and antifraud pro- 


visions of the Securities Act of 1933, the antifraud provisions 


of the Securities Exchange Act of 1934 and the broker-deal 
er registration provisions of the latter statute. The decree en- 


joins further violations of these provisions in connection with 


the offer and sale of certain Canadian land interests of 
American Industrial Research Corporation to residents 
of the United States. 


At the original hearing on October 2, 1974 in this matter, 
the Commission had argued that such land interests were 
securities in the form of investment contracts. At that hear- 
ing Judge Murray enjoined several other defendants in the 
case (see litigation release no. 6543), and appointed a tem- 
porary receiver for such other defendants and AIM. How- 
ever, Judge Murray reserved judgement with respect to AIM 
pending oral argument and the filing of briefs by the SEC 
and AIM and Jarvis on the question of injunctive relief. 


Judge Murray’s present decree was accompanied by a five 
page memorandum opinion and follows the submission of 
briefs by the parties and oral argument. 


Judge Murray’s opinion, which directed itself to the question 


of whether injunctive relief would lie against AIM in this 
case, recited that the purpose of such relief ‘‘is to prevent 


injury to the public and future violations of remedial statutes” 


It was noted further, that in a securities case, “injunctive re 
lief is a creature of statute, and thus the traditional equity 


requirement that irreparable injury be shown is inapplicable. 


The opinion went on to state that the SEC made a “proper 
showing” in presenting a prima facie case of violation of the 
securities laws ‘‘with a reasonable likelihood that the viola- 
tion will be repeated.”” Judge Murray’s opinion pointed out 
that ’’(M)ere cessation of the unlawful conduct, even if 
accompanied by expressed intent to refrain from future un- 
lawful conduct, will not defeat an injunction if ‘there exists 
some cognizable danger of recurrent violation’ ” 
andum opinion states that the SEC had made a showing at 
the October 2, 1974 hearing which demonstrated ‘’blatent 
violations” of the securities acts. 


The Commission’s case was presented by Willis H. Riccio, 
Chief Counsel for the Boston Regional Office of the SEC. 
Earlier (October 10, 1974), Judge Murray had issued a de- 
cree of preliminary injunction against J&B Industries, Inc. 
of Boston, Massachusetts, James M. Barrett, it’s president, 
Hollie R. Green and Kevin P. Mahoney, salesmen for J&B 
Industries, Inc., American Industrial Research Corporation 
of Montreal, Canada, Michael J. Hart, president of the 
latter firm and a resident of Montreal and London, Didace 
Girard, an officer of American Industrial Research Corpora- 
tion, and H&R Industries, Inc. of Cranston, Rhode Island 
(see Litigation Release No. 6504.) 
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lic interest or for the protection of investors to disqualify 
the Chemical Bank from acting as trustee under both in- 
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dentures. y 
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SEC v. AMBASSADOR CHURCH FINANCE/DEVELOP- 
MENT GROUP, INC., HENRY C. ATKEISON, JR. 
(M.D. Tenn., Civil Action No. 74 471-NA-CV) 





Jule B. Greene, Administrator of the Atlanta Regional Of- ACCOUNTING SERIES 
fice of the Securities and Exchange Commission, announ- 
ced that on November 7, 1974, the Honorable L. Clure 
Morton, United States District Court Judge for the Middle 
District of Tennessee, at Nashville, on application of the 
Commission issued an order restraining Ambassador ACCOUNTING SERIES 

Church Finance/Development Group, Inc., a Nashville Release No. 163/November 14, 1974 
church bond broker-dealer, and its president, Henry C. 
Atkeison, Jr., from further violations of the antifraud 
provisions of the Securities Act of 1933 and the Securi- 
ties Exchange Act of 1934 and the financial responsibility 
and bookkeeping requirements of the latter act, appoint- 
ing Fred D. Bryan of Nashville as Receiver for Ambassa- 
dor, and imposing a trust on the assets of Atkeison. 








See Securities Act Release No. 5540/November 14, 1974. 





Judge Morton set for hearing at 9:00 a.m., November 18, 
1974, the Commission’s Motion for a Preliminary Injunc- 
tion. 
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TRUST INDENTURE ACT OF 1939 
Release No. 370/November 12, 1974 


The Securities and Exchange Commission has issued an order 
under Subsection 304(c) of the Trust Indenture Act of 1939 
(“Act”) on application of West Penn Power Company, ex- 
empting its First Mortgage Bonds, Series BB, due November 
i. , from provisions of Subsection 316(a)(1) of the 
Act. 





TRUST INDENTURE ACT OF 1939 
Release No. 371/November 15, 1974 


A notice has been issued giving interested persons until No- 
vember 27, 1974 to request a hearing on an application of 
General American Transportation Corporation for a finding 
that the trusteeships of the Chemical Bank under an existing 
indenture dated February 15, 1970, which is qualified under 
the Trust Indenture Act of 1939, and a new indenture to be 
qualified under that Act, are not so likely to involve a ma- 
terial conflict of interest as to make it necessary in the pub- 
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